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Introduction Canada 
Taxation in Canada is part of a series that presents information on 
taxation in various countries of the world. The book is intended to 
supply information of a general character regarding taxation in 
Canada for use as background when considering the conduct of 
business in that country. Specific questions should be answered by 
reference to the laws and regulations of the country and by consulta-
tion with professional advisors in the light of the particular 
circumstances. 
Taxation in Canada is published in two forms: in a loose-leaf edition 
and as a bound book. Only the loose-leaf edition may be supplemented 
or revised. These supplements wiII appear on blue-colored sheets 
inserted at the end of the book. These supplementary pages wil l be 
keyed to the original text by chapter and section number and should 
always be read in connection with the original text. In addition, 
revised information may be presented on pages inserted in the basic 
text to replace original pages. Revisions of this type are indicated 
by a date that appears on the bottom of each replacement page. 
Rules governing taxation are subject to change and reinterpretation, 
in many cases with little or no advance notice. The information in this 
book is based on material available to Deloitte Haskins & Sells as of 
February 1980 
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The Tax System 
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Chapter 1 Canada 
Tax Legislation 
and Administration 
1.01 Enactment of Tax Legislation 
Canada has the parliamentary system of government, and the legisla-
tive branch consists of the House of Commons and the Senate. 
Budget and tax proposals are presented to the House of Commons by 
the Minister of Finance following his budget speech. The proposals 
are considered by committee and once adopted are drafted as bills 
amending specific statutes, such as the Income Tax Act. When both 
Houses have approved a bill, it becomes law upon Royal Assent, a 
formality performed by the Governor-General. 
Federal tax law frequently prescribes that details of a provision are to 
be contained in a regulation, which thus has the force of law, once 
issued. 
Each province has its own legislature that initiates and levies taxes on 
those within its jurisdiction. 
1.02 Tax Administrat ion 
Federal taxes are administered by the Department of National Rev-
enue, headed by the Minister of National Revenue. This department 
has two divisions. The Taxation Division administers the Income Tax 
Act, Part I of the Canada Pension Plan, and Part IV of the Unemploy-
ment Insurance Act, 1971 . The Customs and Excise Division admin-
isters the Customs Act, the Customs Tariff, the Excise Act, and the 
Excise Tax Act. 
Taxation Division. The Taxation Division is headed by a Deputy Min-
ister, aided by Assistant Deputy Ministers, one of whom is responsi-
ble for the operation of the district taxation offices throughout the 
country. Most dealings with taxpayers occur in these district offices, 
where returns are reviewed and assessments issued (4.03). Taxation 
Division publications include Interpretation Bulletins, Information 
Circulars, and Selected Income Tax Rulings. 
Customs and Excise Division. The Minister of National Revenue has 
wide powers under the customs and excise tax laws, including the 
power to determine the sales prices on which sales and excise taxes 
are computed. Both he and the Minister of Finance are authorized to 
issue regulations. Most of the regulations are published, but many 
letter rulings are sent only to interested parties. 
The customs and excise tax laws do not provide for administrative 
appeal procedures, other than for certain applications to a tariff board 
for a declaration. In certain borderline cases, the tariff board may de-
clare the amount of tax payable or declare an article exempt. Before 
making a declaration, the board must arrange a hearing. The board's 
Deloitte Haskins & Sells 
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declaration is final unless the Federal Court grants appeal on a ques-
tion of law. 
1.03 Judicial Review 
Tax Review Board. The Tax Review Board is a quasi-judicial body 
that hears appeals from assessments under the Income Tax Act and 
under the Canada Pension Plan (14.01). The case is usually heard be-
fore a single member of the board. Members of the board travel to 
hear cases in the principal cities of Canada. 
The taxpayer may present his own case or do it through his delegate, 
who need not be a lawyer. The board is a court of record and may 
summon witnesses to give evidence or produce documents. It can 
enforce the attendance of witnesses and compel them to give 
evidence. Certain opinions of the board are published. 
Federal Court. The trial division of the Federal Court is the court of 
original jurisdiction dealing with tax disputes. 
The Minister or the taxpayer may appeal a decision of the Tax Review 
Board. If the Minister is the appellant, except on a cross-appeal, and 
the amount of tax in controversy does not exceed $2,500, the Federal 
Court is required to order the Minister to pay all reasonable and 
proper costs of the taxpayer in connection with the appeal. When a 
decision is appealed here, a new trial takes place. The taxpayer is not 
restricted either to the points disputed or to the evidence given to the 
board. 
The taxpayer may, under certain circumstances, go directly to the 
Federal Court rather than appeal first to the Tax Review Board. Deci-
sions of the trial division may be appealed to the Federal Court of 
Appeals. 
There is usually some provision for formal or informal review of dis-
putes concerning provincial or local taxes before they reach the 
courts. Tax disputes taken to court are usually heard by the higher 
courts in the provinces. 
The Supreme Court of Canada is an appellate court and hears appeals 
from the provincial court of last resort as well as from the Federal 
Court of Appeals, provided the amount in controversy exceeds 
$10,000. The decisions of each of these courts are published and 
constitute an important source of tax law. 
1.04 Taxes Imposed by Provincial and Local Governments 
Provincial Governments. Typical taxes imposed by provincial au-
thorities are income taxes on individuals and corporations, taxes on 
property in unincorporated areas, severance taxes on timber and min-
4 
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erals, transfer taxes on land and securities, and taxes on admission 
to places of amusement. The provinces also impose taxes on retail 
sales generally and on specific items, such as alcohol, meals, bever-
ages, gasoline, and tobacco (Chapter 13). 
The federal department of National Revenue administers the income 
taxes and corporation taxes imposed by most provinces. The federal 
and provincial taxes are imposed on the same base. The Province of 
Ontario administers its own corporate and capital tax. The Province 
of British Columbia administers its capital tax. 
The Province of Quebec administers its own individual and corporate 
income tax, as well as a capital and place of business tax and is the 
only jurisdiction in the country that levies a gift tax and a succession 
duty. 
Local Authori t ies. The major taxes levied by local authorities are 
taxes on the ownership of property. Throughout Canada, substantial 
variations occur in the type of property taxed, the basis of valuation, 
and the exemptions permitted. In some parts of Canada, special busi-
ness taxes are payable by the occupants of business premises, 
whether owner or tenant (Chapter 13). 
Canadian Industrial Incentives. The federal government has estab-
lished programs to aid industry either through direct grants, loans, or 
tax incentives. The provincial governments are also involved in 
this area. 
The federal government is prepared to assist industry in pursuing 
scientific research and development, and in establishing industries 
and employing more people in certain geographical areas, as well as 
assisting in farming and exporting. In addition, the federal govern-
ment has made the production of motion picture f i lms in Canada most 
attractive to both the producers and Canadian investors, provided 
the fi lms meet the requirements as to Canadian content. 
The provincial governments are mainly interested in attracting new 
industries to their areas and are wil l ing to make attractive loans to 
qualified applicants. 
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Distinctive Features of the 
Canadian Tax System 
2.01 Summary 
Canada and each Canadian province impose a general income tax. 
The federal income tax is applicable in the Northwest Territories and 
the Yukon Territory, but the territories themselves do not levy a gen-
eral income tax. 
Most provinces have entered into income tax collection agreements 
with the federal government, and the income tax payable to each of 
these provinces is computed and paid in conjunction with the federal 
income tax (Chapter 3). The provinces of Ontario and Quebec have 
not entered into tax agreements in respect of corporation taxes, nor 
has Quebec in respect of individual taxes. Thus, corporations that 
carry on business in Ontario or Quebec, individuals resident in (or 
with business income from) Quebec, and nonresidents of Canada 
disposing of taxable Quebec property must file provincial as well as 
federal income tax returns, and they must pay provincial and federal 
income taxes to the respective tax authorities. Provincial taxation not 
covered by a tax collection agreement with the federal government 
may differ substantially from federal taxation. 
The federal income tax is discussed in Chapters 2 to 12. Provincial 
income taxes are incidentally referred to in these chapters to illus-
trate the interrelationship between the federal and provincial tax 
systems. The federal and provincial income tax rates are explained in 
Chapter 3 and listed in the Rate Tables. 
Capital gains are included in income and preferentially taxed. Prop-
erty of a decedent at the time of death is taxable by the federal 
government only through inclusion of accrued capital gains in income 
(6.05). Quebec imposes succession duties on property passing from 
a decedent's estate (1 5.01) and taxes on gifts (1 5.02). 
Self-employed and employed individuals may obtain tax benefits 
through participation in Registered Retirement Savings Plans (12.01), 
deferred profit sharing plans, and employer-sponsored Registered 
Pension Plans (Chapter 12). 
Goods manufactured or produced in, or imported into, Canada are 
subject to a federal sales tax. Most provinces also levy sales taxes 
(13.01). Federal excise taxes and certain provincial taxes are levied 
on specified products and services (13.02). 
The provinces and municipalities levy property taxes (13.03) and 
business license and permit fees (13.04). 
Taxes on employment, described in Chapter 14, include contributions 
under the Canada Pension Plan and the Canadian Unemployment 
Insurance Act. 
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2 .02 Classif ication of Taxpayers 
The main classes of income taxpayers are: 
(a) individuals 
(b) corporations 
An individual's business income is aggregated with other income and 
taxed at individual, rather than corporation, income tax rates (3.01 
and 3.02). 
Corporations are classified as public or private, and resident or 
nonresident (9.01). A number of special rules apply to the computa-
tion of corporate income that further delineates certain categories of 
corporations. See 9.04 for investment holding corporations, 9.05 
for mortgage investment holding corporations, 9.05 for mutual fund 
corporations and trusts, and 9.06 for special entities, such as life 
insurance companies. 
Partnerships are not taxed as entities. However, taxable income, or 
taxable income earned in Canada, as the case may be, is determined 
by the partnership as if it were an entity. The partners include in 
their own tax returns their distributive shares of each type of partner-
ship income, gain or loss, and restricted farm loss. 
The executor or other legal representative of an estate, and the trustee 
of a testamentary or inter vivos trust, is deemed an individual 
taxpayer, subject to special rules relating to trust accumulations and 
distributions and the computation of income. Moreover, multiple 
trusts may be treated as one taxpayer, if substantially all the property 
of the various trusts has been received from one person and if the 
income of the various trusts accrues to the same beneficiary or group 
or class of beneficiaries. The residence of a trust is determined by 
the residence of the majority of the trustees. 
Income taxation of partnerships, estates, and trusts is not separately 
discussed in this booklet. 
2.03 Unitary Concept of Income Taxation 
Residents of Canada, including corporations, are taxable on their 
worldwide income. Income from all sources or places and the various 
categories of income, losses, and deductions are aggregated in the 
taxpayer's return for the taxation year (2.04). Nonresidents, including 
corporations, are subject to tax on their taxable income earned in 
Canada, generally in the same manner as if it were earned by 
residents. 
Investment income paid to nonresidents is taxable by withholding at 
the source (5.02). 
A nonresident's passive income from sources in Canada may be 
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subject to a reciprocal tax-treaty exemption from federal tax or a 
reduced federal tax rate (11.01). These tax treaties do not apply to 
provincial taxes. However, the provinces do not attempt to tax a 
nonresident's passive income. 
Income earned in Canada by Nonresidents, Including Corporations. 
A nonresident's taxable income earned in Canada includes income 
from the duties of offices and employments performed in Canada, 
income from businesses carried on in Canada, and capital gains 
on taxable Canadian property (5.02). It may also include proceeds 
from certain dispositions of Canadian resource property and from 
certain dispositions of income interests in a Canadian trust. 
For a nonresident, an extended meaning is given to "carrying on 
business" in Canada. For purposes of Canadian income taxation, 
nonresidents are deemed to carry on business in Canada in the tax 
year if they produced, grew, mined, created, manufactured, fabri-
cated, improved, packed, preserved or constructed, in whole or in 
part, anything in Canada whether or not that thing was exported 
without selling it prior to exportation. Moreover, nonresidents are 
deemed to carry on business in Canada in the tax year if they solicited 
orders or offered anything for sale in Canada through an agent or 
servant whether the contract or transaction was to be completed 
inside or outside Canada or partly in and partly outside Canada. A 
nonresident may, of course, "carry on business" in Canada under the 
ordinary meaning, and without reference to the extended meaning, 
of these words. These rules may be modified by tax treaties. 
2.04 Taxation Year and Fiscal Period 
The taxation year of an individual is the calendar year, and the 
taxation year of a corporation is its fiscal period. Where an individual 
has a business, he reports the income of the fiscal period of the 
business that ends with or within his taxation year. Similarly, a 
partner reports his share of the partnership income for the partner-
ship's fiscal period that ends with or within his taxation year. On 
the termination of a partnership, a resident individual partner may 
elect that his share of the partnership's income for its last fiscal 
period be included in his income for his taxation year in which the 
partnership's fiscal period would normally have ended. 
A fiscal period means an accounting period. It may not, however, 
exceed 53 weeks for a corporation or 12 months for a noncorporate 
taxpayer. A taxpayer may choose his accounting year-end, but he 
may not change it without permission. 
2.05 Industrial Tax Incentives 
From time to time provisions appear in the Income Tax Act, the 
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income tax regulations, or some other federal statute, that have been 
enacted for the purpose of stimulating the economy generally or 
assisting specific areas or industries. These provisions are increas-
ingly numerous. 
Incentives for the extractive industries include accelerated deprecia-
tion on plant and equipment and fast write-off of exploration and 
development costs (7.03). 
Machinery and equipment acquired after May 8, 1972 for the purpose 
of manufacturing and processing in Canada can be fully depreciated 
in two years, as can heavy construction and energy conservation 
equipment. Extra deductions are available for expenditures for 
scientific research in Canada above a base amount (7.01). Scientific 
research expenditures are also eligible for an investment tax credit. 
There is a reduced tax rate on corporate profits from manufacturing 
in Canada, as discussed below. An employment tax credit is also 
available to corporations that operate in certain geographic areas. 
Investment Tax Credit. An investment tax credit scheme was insti-
tuted covering qualified property acquired after June 24. 1975. The 
credit was 5% of the cost of prescribed new buildings and a wide 
variety of machinery and equipment. A higher rate was available in 
respect of qualified property located in designated areas in Canada. 
For qualified property acquired after November 16, 1978, the base 
rate is 1 5.7% with higher rates of 10% and 20% in respect of qualified 
property located in designated areas in Canada. After November 16, 
1978, qualified property includes rail, air, water, and long-haul road 
transportation equipment used in the ordinary course of carrying on a 
business in Canada. 
The general rate of credit for research and development expenditures 
has been increased from 5% to 10% after November 16, 1978, with 
higher rates in designated areas in Canada and for Canadian-con-
trolled private corporations. The investment tax credit is deductible 
in full against the first $15,000 of federal income tax payable by a 
corporation, individual, or trust. A further amount of up to one-half of 
any remaining tax may be deducted. Any unabsorbed tax credit 
remaining may be carried forward for up to five years. 
Deduction f rom Federal Tax on Canadian Manufactur ing Profits. 
A deduction from federal corporation income tax payable (3.02) is 
available in respect of a corporation's Canadian manufacturing 
profits. The rate of this deduction is 6% of the manufacturing profits. 
Thus, the corporate tax rate is reduced to 40% on eligible manu-
facturing profits, provided the small business deduction is not 
applicable. If, however, the manufacturing profits are also eligible 
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for the small business deduction (2.06 and 3.02), the manufacturing 
deduction on such portion of the profits is 5%. To qualify for the 
manufacturing deduction, at least 10% of the gross revenue of all 
the corporation's active businesses carried on in Canada for the 
taxation year must be derived from: 
(a) the sale or lease by the corporation within or outside Canada of 
goods manufactured or processed by the corporation in Canada, and 
(b) the manufacturing or processing by the corporation in Canada of 
goods for sale or lease by others. 
Non-Canadian manufacturing and processing does not qualify for 
the deduction, and there are a number of activities specifically 
excluded, such as farming, fishing, logging, construction, operating 
an oil or gas well, extracting minerals from a natural resource, 
processing mineral ore to the prime metal or equivalent stage, 
producing industrial minerals, producing or processing electrical 
energy or steam for sale, and processing gas in the course of operat-
ing a public util ity. Except in the case of a quite small manufacturer, 
a formula is provided for calculating qualifying profits, based on 
proportions of labor and capital, respectively, used directly in 
qualified activities. 
Even though a partnership is not eligible for the manufacturing 
deduction, it must pass through to any corporate partners their dis-
tributive share of items relating to and qualifying for the deduction. 
2.06 Exporting and Other Tax Incentives 
Federal and provincial sales and excise taxes (Chapter 13) generally 
do not apply to exported merchandise. There are no significant 
income tax incentives for exporters. There are, however, a number 
of provisions designed to encourage Canadian residents to invest 
in Canada. Examples are the dividend/interest deduction (6.03 and 
6.04), the dividend tax credit (10.01), the requirements for exempt 
status of various retirement savings funds (Chapter 12), and the 
small business deduction (9.01). In most cases, Canadian residents 
enjoy complete exemption of capital gains on sale of a principal 
residence (6.05). 
Federal Small Business Deduction. A corporation that has been a 
Canadian-controlled private corporation (9.01) throughout its year, 
and has Canadian active business income for the year, is allowed a 
small business deduction from federal tax (3.02). Generally, the 
deduction reduces the federal tax rate to 25% (before abatement for 
provincial tax) on Canadian active business income up to a certain 
amount each year, until the corporation reaches its cumulative limit 
on such deductions. 
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If a Canadian-controlled private corporation becomes, at any time, 
a foreign-controlled corporation (9.01), the tax savings from use of 
the small business deduction must be repaid to the government over 
a five-year period. Repayment is not required at any time if the 
corporation becomes a public corporation in Canada or becomes 
controlled by a public corporation in Canada. The small business 
deduction is determined at the rate applicable for the year on the 
least of the following amounts: 
(a) income (less losses) from active business carried on in Canada 
(b) taxable income for the year, reduced if there is a foreign tax credit 
by the aggregate of ten-fourths (10/4) of the foreign tax credit on 
foreign investment income, and twice the foreign tax credit on foreign 
business income 
(c) the annual business limit 
(d) the total business limit for the year less the cumulative deduction 
account as of the preceding year 
The rate of the small business deduction is 21 %. The annual limit 
on active business income is $1 50,000 for 1976 and subsequent 
years. Thus, aside from any other lesser limitation, the small business 
deduction, in any event, cannot exceed $31,500 ($150,000 @ 21%). 
If two or more Canadian-controlled private corporations are asso-
ciated, the annual business limit must be allocated among them 
(9.03). 
The total business limit is $750,000 for 1976 and subsequent years. 
This limit must be allocated among associated Canadian-controlled 
private corporations (9.03). 
The total business limit is effectively extended by the payment of 
taxable dividends. This is done by reducing the cumulative deduction 
account by $4 for every $3 paid. For this purpose, dividends are 
not eligible if they are the basis of refundable tax to a private cor-
poration (6.04). The small business deduction is applicable to years 
beginning after 1971, and the cumulative deduction account accord-
ingly includes these years. 
If the corporation carries on a nonqualifying business in the year, 
its small business deduction is reduced from 21 % to 12 2/3%. A non-
qualifying business includes certain professions; managerial, 
financial, maintenance and sundry services; and arrangements with 
athletes, executives, insurance agents, etc. If a corporation carries 
on both a qualifying business and a nonqualifying business, it wi l l 
claim the 12 2/3% deduction. 
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Income Taxes 
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Chapter 3 Canada 
Tax Rates 
3.01 Individuals 
Federal Tax. Federal individual tax rates range up to 43% on taxable 
income exceeding $108,360 (Rate Tables). For 1980, the amount of 
the basic federal tax is reduced by 9%, with a minimum reduction 
of $200 and a maximum of $500. If the taxpayer resides in Quebec, 
the basic federal tax is reduced by 16.5% as a special abatement. 
If the taxpayer resides in the Northwest Territories, or outside 
Canada, the basic federal tax is increased by 43% in lieu of provin-
cial income tax. A credit for foreign income taxes, if any, is offset 
against the adjusted basic federal tax. 
Individuals who reside in a Canadian province on December 31 and 
who have taxable income of up to $24,000 may choose to determine 
their tax payable by reference to a special simplified tax table. 
Generally, this table may not be used when the individual has a 
tax adjustment that would affect the computation of the basic federal 
tax, such as a dividend tax credit, general income averaging, a 
foreign tax credit, or any income or loss from a permanent establish-
ment located outside the province in which he resides. The federal 
personal income brackets and also specified personal exemptions 
are increased each year for inflation. 
Provincial Tax. Provincial individual income tax rates are expressed 
as a percentage of the basic federal tax, except for Quebec which 
levies and collects its own personal taxes. For 1980, the provincial 
rates vary according to province from 26% to 42.5%, except for 
Quebec which taxes individuals at graduated rates ranging from 13% 
to 33% (Rate Tables). The provincial tax thus calculated may be 
reduced by certain credits, as determined under the provincial rules. 
3.02 Corporations 
The federal corporation general tax rate is 46% for 1976 and 
subsequent years. The tax payable is adjusted for tax credits, such 
as the investment tax credit (2.05), the tax credit for political dona-
tions, and the foreign tax credit (11.02), in addition to the deductions 
discussed in the following paragraphs. 
Federal Tax Abatement. A federal tax abatement (or standard credit 
for provincial taxes payable) is allowed against federal tax in an 
amount equal to 10% of the corporation's taxable income earned in a 
Canadian province, excluding the Northwest Territories and the 
Yukon Territory. If a corporation has permanent establishments in 
more than one jurisdiction (province, territory, or foreign country), 
its federal taxable income is allocated to these jurisdictions by 
formula computation in a schedule attached to the federal corpora-
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tion tax return. This allocation of income serves as the basis for the 
federal tax abatement in respect of all provinces and, together with 
any adjustments required by provincial tax rules, as the basis for 
assessment of provincial tax by the federal government in behalf of 
the provinces that have entered into a federal-provincial tax 
collection agreement. 
Federal Tax Deduction on Canadian Manufacturing Profits. A de-
duction from federal tax is allowed in respect of a corporation's 
Canadian manufacturing profits. Generally, the deduction reduces 
the federal tax rate to 20% on the portion of the manufacturing profits 
that are also included in the basis of the small business deduction, 
and to 40% on the remainder of the manufacturing profits, as 
explained at 2.05. 
Federal Small Business Deduction. Canadian-controlled private 
corporations (9.01) are allowed a small business deduction from 
federal tax. Generally, the deduction reduces the federal tax rate to 
33 1/3% or 25% before abatement for provincial tax on income less 
losses from active businesses carried on in Canada, up to certain 
amounts annually and cumulatively, as explained at 2.06. 
Provincial Income Taxes. A flat tax rate of from 9% to 15%, depend-
ing on the province, is levied on a corporation's taxable income 
earned in the province (Rate Tables). 
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Chapter 4 Canada 
Returns, Assessments, and 
Payment of Tax 
4.01 Returns and Assessments 
Self-Assessment. Basically, taxation is by self-assessment, and tax-
payers must render income tax returns and compute their income tax 
liability for the taxation year (2.04). 
Individuals. Individuals must file their tax returns by April 30 for the 
previous calendar year. Generally, a return is required only if tax is 
payable for the year. However, it is advisable for an individual to fi le, 
even though not required to, if he has losses subject to carryover 
or if there are questionable items. If questionable items are subse-
quently resolved against the taxpayer with the result that a tax is 
payable, he may otherwise be subject to penalty for failure to fi le. 
Moreover, in the event that the taxpayer has had income tax withheld, 
it usually is necessary to file in order to obtain a refund. 
Corporations. Corporations are required to file income tax returns re-
gardless of whether they have taxable income or whether a tax is 
payable. The corporation return is due within six months after the end 
of the corporation's year. 
Partnerships. Partnerships are not considered taxable entities and 
are not required to file income tax returns. Partnership income is 
taxed to the partners in their fiscal periods. 
Extension of Time for Fi l ing Returns. There is no provision for ex-
tension of time for fi l ing returns under any circumstances. Failure to 
file a return on time invokes an automatic penalty. 
Assessment of Deficiencies. As a general rule, income tax deficien-
cies must be assessed within four years after the original notice of 
assessment (4.03) is mailed. In the case of misrepresentation, 
whether fraudulent or merely careless, or of a failure to file a return, 
the tax may be assessed at any time. The taxpayer may consent in 
writing to waive the limitations period on specific items. 
For the procedure on assessment and collection of deficiencies and 
remedies of taxpayers, see 4.03. 
4.02 Payment of Tax 
An individual is required to pay quarterly instalments of tax if he 
expects that less than 75% of his taxable income wil l be subject to 
withholding of tax on wages and salaries. The estimate may be based 
on the estimated taxable income of the current year or on the actual 
tax, adjusted by an official index, of the preceding year. The esti-
mated tax must be paid in equal quarterly instalments on or before 
March 31, June 30, September 30, and December 31 of the year 
to which the estimate applies. The remainder of the tax for the year. 
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determined on actual taxable income, is payable on or before the 
due date of the return (4.01). 
Corporations are required to pay estimated tax in 12 monthly instal-
ments, beginning in the first month of the taxable year. The first 
12 payments are 1 /12 of the tax based on either the estimated 
taxable income of the current year or the actual tax, adjusted by an 
official index, of the preceding year. Alternatively, the first two 
instalments may be based on the adjusted tax of the second preceding 
year, which is then subtracted from the adjusted tax of the next 
preceding year to determine the amount of the next ten payments. 
As a general rule, the remainder of the tax for the year, determined 
on actual taxable income, is payable within two months from the 
end of the year. It wil l be observed that the entire tax for the year is 
to be paid before the due date of the return (4.01). Corporations 
entitled to the small business deduction are allowed one extra month 
to pay their final instalment. 
4.03 Examination of Returns 
The Department of National Revenue must issue a notice of assess-
ment or a notification of no tax liability within a reasonable time after 
an income tax return is f i led. This first assessment may confirm or 
adjust the taxpayer's self-assessed tax on the basis of an examination 
of the return and other information on file at the time of the 
assessment. 
The routine assessment for most individual returns is made by 
computer at the Data Centre in Ottawa. The tax assessor may decide 
to make an examination of the taxpayer's records. This examination 
may be limited to a few specific items in which the assessor is 
interested, or it may be a comprehensive one. The taxpayer is re-
quired to produce all records and documents the assessor requires. If 
the assessor makes any changes after the first routine assessment, 
a notice of reassessment is issued setting forth particulars. 
If major adjustments are proposed, the assessor wil l usually write 
the taxpayer a letter detailing the proposed adjustments and inviting 
the taxpayer to submit arguments. Meetings may be arranged at 
which the assessor may be assisted by a group chief or a supervisor, 
and the taxpayer may be represented by an advisor. A notice of 
reassessment is then issued setting forth any adjustments and a 
recalculation of the tax, interest, and penalties. The tax authorities 
are required to reassess when an amended return has been timely 
fi led to give effect to the carryback of a loss. 
When fraud is suspected, the tax files are turned over to the Special 
Investigation Unit. This unit wil l usually impound the taxpayer's 
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books, and all pertinent records and documents. There are very few 
limits placed on its power of investigation. 
4.04 Interest and Other Penalties for Late Fi l ing and Late Payment 
Interest is payable on the unpaid balance of tax from the due date of 
the return until the balance is paid, and interest is also payable on 
deficient instalments, from the date payment was due until the 
date of payment (if a payment was made before the return was due) 
or to the due date of the return. For the purpose of computing interest 
on deficient instalments, the instalment is computed with reference 
to the adjusted tax for the preceding year or the tax for the taxation 
year, whichever is less. The rate of interest is prescribed by regu-
lation and currently is 11% per annum. In the Province of Quebec, the 
rate is 15% on deficient instalments and 10% on other unpaid 
balances. Interest charged taxpayers by the taxation authorities is 
not deductible in determining a taxpayer's taxable income. 
The late fi l ing penalty is 5% of the tax that was unpaid when the 
return was required to be fi led, with a maximum penalty of $500. 
However, if the failure to file is a wil l ful attempt to evade tax, a 
50% penalty may apply. Continued failure to file after a registered 
demand wil l lead to prosecution. Heavier fines, with alternative or 
sometimes mandatory jail sentences, are invoked in the case of more 
serious tax offenses. 
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Chapter 5 Canada 
Withholding Taxes 
5.01 Wi thhold ing of Income Tax on Wages 
Wages Paid to Residents. Tax must be withheld from payments of 
salary or wages to an officer or employee. Salary or wages includes 
taxable allowances and benefits, but is reduced by deductible 
employee pension and unemployment contributions (Chapter 14). 
It is also reduced by the amount of the employee's personal exemp-
tions (10.03). These exemptions must be reported to the employer on 
a prescribed form. Directors' fees are treated as salary or wages. 
Withholding is also required on other remuneration, which is defined 
to include pensions, pension plan annuities, retirement allowances, 
death benefits, unemployment benefits, and deferred profit sharing 
plan payments. 
The rates of withholding are found by reference to deduction tables. 
The appropriate table depends on the province in which the employee 
reports for work. Alternatively, there is a table for employees report-
ing for work in the territories or outside Canada. 
Where the recipient of remuneration, as defined, does not report for 
work at an establishment of the payer, the appropriate deduction 
table depends, in the case of salary or wages, on the location of the 
payer's establishment from which the payments are made and, in 
the case of other remuneration, on the province in which the payee 
resides. 
Separate withholding rates are prescribed for bonuses, retroactive 
increases in remuneration, and lump-sum pension plan payments. 
The rates at which tax is withheld by the federal government include 
also the taxes being withheld for the provinces that have entered 
into a federal-provincial tax collection agreement (2.01). 
Tax withheld must be paid to the Receiver General of Canada not 
later than the 1 5th day of the following month. Payment must be made 
sooner if the employer ceases business. There are penalties for 
failure to withhold and for failure to remit as required. The employer 
must file an information return (summary and supplement) before 
February 28 in the year following. This shows the remuneration 
paid and tax deducted for each officer or employee for the calendar 
year. 
Wages Paid to Nonresidents. The above rules apply to all payees 
who are resident in Canada, all nonresident payees who are employed 
in Canada, and certain ex-residents who continue to be paid from 
Canada. 
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Fees, commissions, and other payments for services rendered in 
Canada, if not otherwise subject to withholding as remuneration, 
are subject to the general withholding tax rate (5.02) when paid to 
nonresident individuals or corporations. 
These withholding requirements apply regardless of the tax treaties 
between Canada and other countries. Tax officials may waive the 
withholding requirements if it can be clearly shown that no tax lia-
bility exists. To recover any resulting overpayment of tax, an income 
tax return should be filed for the taxation year by the individual or 
corporation. 
The Province of Quebec also requires that 9% be withheld from 
payments made to nonresidents for services rendered in Canada. To 
obtain a refund, the taxpayer must file a Quebec return for the year. 
5.02 Wi thhold ing on Interest, Dividends, and Other Payments 
Residents. The only withholding applicable to residents is that de-
scribed at 5.01 above. 
Nonresidents. Income paid or credited to nonresidents of Canada is 
subject to the general withholding tax rate of 25%. This rate can be 
modified by treaty (11.01). Income subject to withholding tax 
includes, with certain exceptions, dividends, management or admin-
istrative fees, interest, income from an estate or trust, rents, royalties, 
alimony, patronage dividends, rentals for motion picture f i lms or 
videotapes, retiring allowances, and death benefits (a defined term). 
Payments under registered retirement savings plans, deferred profit 
sharing plans, registered home ownership savings plans, registered 
retirement income funds, and that portion of any other annuity that 
would be taxable to a resident are also subject to withholding. 
In reference to payments made to nonresidents for services rendered 
in Canada, the Province of Quebec requires a withholding of 9%. A 
refund may be obtained by fi l ing a Quebec return for the year. 
The statutory exemptions respecting dividends include a 5% reduc-
tion in the general rate for dividends paid by a corporation having a 
degree of Canadian ownership. This refers to a corporation whose 
voting stock is at least 25% beneficially owned by Canadian resi-
dents, among other requirements. Capital gains dividends paid by 
mortgage investment corporations (9.05), mutual fund corporations 
(9.05), and nonresident-owned investment corporations (9.05) are 
exempt from withholding tax. If paid before 1979, dividends out 
of tax-paid undistributed surplus are exempt; dividends out of 1971 
capital surplus on hand may be exempt. The 5% reduction in the 
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general rate means that the withholding rate wil l be 20% for share-
holders in countries with which Canada has no tax treaties and 10% 
where tax treaties are in force. 
Stock dividends paid to nonresidents after November 16, 1978 are 
subject to withholding tax, except where the stock dividend is paid in 
the same class of shares. 
Interest on debt instruments guaranteed by the federal government, 
a provincial or municipal government, and certain government 
agencies are exempt from withholding tax. (After 1 982, this exemp-
tion wil l be limited to residents of prescribed countries, which are as 
yet unnamed. However, interest paid on loans guaranteed by the 
Canada Deposit Insurance Corporation are not exempt.) Also exempt 
is interest paid on debt instruments issued before 1 983 to a non-
resident who is at arm's length to the lender and provided that the 
lender is not obliged to repay more than 25% of the principal of the 
loan within five years of the issue date of the indebtedness. Standby 
charges and commitment fees paid after 1 977 in respect of these 
loans are also free of withholding tax. 
Management or administrative fees subject to the general with-
holding tax rate of 25% do not include fees for services paid to a 
nonresident who deals with the payor at arm's length. However, see 
5.01 for withholding on wages paid to nonresidents. A Canadian 
taxpayer is not required to withhold tax on payments made to non-
residents to reimburse the nonresident for expenses incurred on 
behalf of the Canadian taxpayer to the extent that the amounts are 
reasonable. 
Rents and royalties subject to withholding are broadly defined to 
include payments for the use of any property in Canada and pay-
ments for information or services where the payment is based on use, 
production, or profits—a definition that includes know-how. 
A nonresident who receives real property rentals or timber royalties 
from Canada may, within two years from the end of the taxation year 
in question, elect to file a separate tax return as though the rentals 
or royalties were his only income. From this income he may deduct 
his expenses, including depreciation. An individual, however, can-
not deduct personal allowances. The tax rates applicable to a resident 
are then applied, the withholding tax is credited as a payment, and 
the excess tax withheld is refunded. Under a separate election, 
pensions and certain other payments may be included in a nonresi-
dent's Canadian taxable income subject to graduated income tax 
instead of flat-rate withholding. A nonresident may apply to have the 
withholding tax rate reduced if he desires to file returns regularly. 
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Where a nonresident carries on business in Canada and makes 
payments after November 8, 1974 to other nonresidents that are 
deductible by the business in Canada, those payments are generally 
subject to withholding tax as if they had been paid by a resident. 
Special rules apply to payments to a registered nonresident insurance 
company. A foreign corporation that carries on business through a 
branch in Canada is subject to a special tax (9.01). 
5.03 Taxable Canadian Property 
A nonresident who owns taxable Canadian property, as defined below, 
is required to file a tax return in the year of disposition and report 
any capital gain or loss. To enforce this provision, the law requires 
the vendor to prepay the tax and provide a certificate to the purchaser. 
To obtain such a certificate, the vendor must pay 25% of the esti-
mated gain in cash or furnish suitable security. Alternatively, the 
vendor may report a completed transaction within 10 days and pay 
the estimated tax. If the vendor fails to comply, the purchaser, 
wherever resident, can be liable for 1 5% of the purchase price unless 
he can demonstrate that he made reasonable inquiries and, as a 
result of these inquiries, he had no reason to believe he was dealing 
with a nonresident of Canada. 
Residents of countries with which Canada has tax treaties that 
contain an exemption for capital gains, such as the exemption for U.S. 
residents, must, nevertheless, obtain a certificate from Canada. The 
certificate is obtained by fi l ing a statement that a Canadian 
return reporting the transaction will be fi led. No tax need be paid to 
obtain the certificate. 
Taxable Canadian property is defined as: 
(a) Real property situated in Canada, or an interest therein 
(b) Any other capital property used in carrying on business in Canada 
(c) Capital stock of a corporation resident in Canada, other than stock 
in a public corporation (5.04) 
(d) Capital stock of a public corporation if, within any part of the 
previous five years that is after 1971, the nonresident and/or persons 
with whom he did not deal at arm's length owned not less than 25% 
of any class of capital stock of the corporation (5.04) 
(e) An interest in a partnership if, at any time during the 12 months 
preceding the disposition of the interest, the fair market value of the 
partnership property consisting of taxable Canadian property was 
not less than 50% of the fair market value of all the partnership 
property 
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(f) Capital interest in a trust (other than a unit trust) resident in 
Canada 
(g) Unit of a unit trust (other than a mutual fund trust) resident in 
Canada 
(h) Unit of a mutual fund trust (9.05) if, at any time in such part of the 
previous five years that is after 1971 , the nonresident and/or 
persons with whom the nonresident did not deal at arm's length 
owned not less than 25% of the issued units of the trust 
(i) Any other property in respect of which an election was made 
when the taxpayer ceased to be a resident in Canada (10.04). 
5.04 Non-Arm's-Length Sales of Shares by Nonresidents 
Prior to March 31, 1977, a nonresident person could sell shares of 
a Canadian corporation with which he was not dealing at arm's 
length to another Canadian corporation with which he was not dealing 
at arm's length. The nonresident would have been taxed in Canada 
on any capital gain unless he was exempted by treaty. In this way 
the nonresident could avoid Canadian withholding tax on the re-
tained earnings of the first corporation. Under existing Canadian 
law, the second corporation could use the assets of the first corpora-
tion to pay for the shares purchased from the nonresident. 
In order to block transactions of this type the Income Tax Act was 
amended as of March 31, 1977 and later amended again with the 
result that after April 10, 1978 a nonresident who sells shares under 
the circumstances described above wil l be deemed to receive a 
dividend instead of a capital payment. The amount of the dividend 
wil l be the difference between the proceeds of the sale of the 
shares and the paid-up capital of the shares sold as shown on the 
corporation's balance sheet. The proceeds of sale do not include 
stock of the purchasing corporation. The new provisions are com-
plicated and are broader in scope than outlined here. 
The definition of persons not dealing at arm's length has been 
expanded for this purpose. Such a non-arm's-length relationship wil l 
exist, if, immediately before the disposition, the taxpayer was one 
of a group of less than six persons controlling the first corporation 
and, immediately after the disposition, he also formed part of a 
group of less than six persons that controlled the second corpora-
tion. The two groups must be made up of the same persons. 
24 
Deloitte Haskins & Sells 
Chapter 6 Canada 
Income Subject to Tax 
6.01 The Nature of Income—Nontaxables 
The Canadian Income Tax Act does not define the term " income" 
but indicates that a resident is taxable on income from all sources 
inside and outside Canada, including that from "each office and 
employment, business and property." The taxpayer must also include 
in his income taxable capital gains in excess of allowable capital 
losses. Income from employment includes not only salary or wages 
but also the value of all benefits derived from the employment 
unless the benefits are specifically exempt from tax. Items specif-
ically enumerated as income include dividends, directors' fees, 
annuity payments, pension benefits, unemployment benefits, retire-
ment allowances, death benefits, interest, alimony, scholarships 
over a specified amount per year, premium on redemption of shares, 
benefits from estates or trusts, payments based on production or 
use, and amounts received under plans covered by special sections of 
the Act. 
For tax purposes, Canada commonly uses the term " income" in the 
sense of profits or net income; that is, the balance remaining after the 
deduction of expenses and losses. Generally, there is no reference 
in Canadian taxation to terms frequently used in the United States, 
such as "gross income." 
Certain types of receipts are specifically excluded from income. 
Some common exclusions are special assistance payments made on 
a means test basis, workmen's compensation receipts, and war 
pensions. A less common, but important, exclusion is income earned 
in Canada from operation of a ship or aircraft by a national of a 
country that grants similar relief to Canadians. Some other items not 
included in income because of provisions of the Income Tax Act, 
court decisions, or administrative practice are: 
(a) gifts and bequests received 
(b) gambling gains of one not engaged in the business of gambling 
(c) lottery and similar prizes 
(d) proceeds of accident, disability, or sickness insurance (with some 
exceptions) 
(e) proceeds of life insurance upon death of insured 
6.02 Business Income 
Basic rules require that the income or loss from each business of the 
taxpayer shall be separately computed for each fiscal year of each 
business. The business income or loss to be reported in a taxpayer's 
tax return is income or loss of the business for its fiscal year ending 
in the taxpayer's taxation year. See Chapter 7 for deductible busi-
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ness expenses, and Chapter 8 for accounting requirements and 
treatment of inventories. 
For tax purposes, business income may include certain special items. 
Examples are: recapture of depreciation (7.02), proceeds of sale of 
goodwill and other eligible capital items (7.02), and deposits for 
future services, deliveries, or containers. Offsetting deductions may 
be available (Chapter 7). 
6.03 Interest 
Interest is included in income, except that individuals may exclude 
a specified amount annually (10.03). It may be reported when 
received under the general rule for income from property, or when 
accrued under a special rule for interest. Either method must be 
applied consistently. Special rules apply to financial corporations. 
"Blended payments"—receipts that combine capital and interest—are 
taxable as to the portion reasonably considered to be interest. 
In certain circumstances, bond discount may be treated as interest 
income. Generally this rule wil l not apply where such treatment 
would also give the issuer an interest deduction for Canadian tax 
purposes. 
Interest at 5% is imputed in the case of a loan to a nonresident, if a 
reasonable rate of interest is not reported by the lender. Exceptions 
include loans for under a year and certain loans to subsidiaries. 
6.04 Dividends 
Taxable dividends from taxable Canadian corporations received by 
resident individuals are grossed up by 50% and taxed as ordinary 
income. The shareholder's tax is reduced by a tax credit of 25% of the 
grossed-up dividend. Income from interest and grossed-up dividends 
may be deducted each year to the extent of $ 1,000 (10.03). Such 
dividends received by other Canadian corporations are excluded from 
income. 
Stock dividends paid by Canadian public corporations after March 
31, 1977 are not taxable if paid to any resident of Canada, or to any 
nonresident, provided the dividend is paid in the same class of stock 
(except a person who alone or with persons related to him owns 
more than 10% of the class of stock on which the dividend was paid). 
Stock dividends paid after 1976 by a nonresident corporation are not 
taxable. Stock received as a tax-free stock dividend has a zero 
adjusted cost basis. Stock received as a taxable stock dividend has a 
basis equal to the amount included in income (6.05). 
Stock dividends paid by Canadian private corporations are taxable 
to resident individuals and are subject to the gross-up and tax credit 
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rules. They are also taxable to nonresident individuals and corpora-
tions through the withholding tax (5.02). The adjusted cost base 
of the shares is the per share retained earnings that were capitalized 
when issuing the stock. 
From December 31, 1978, corporations are prohibited from paying 
special dividends out of pre-1972 surplus. Such dividends had been 
nontaxable to the recipients, both individual and corporate, and 
had reduced the adjusted cost base of the recipients' shares. 
Dividends paid out of a private corporation's capital dividend 
account are tax free to residents, but are taxable to nonresidents. The 
capital dividend account represents the nontaxed portion of real-
ized capital gains less capital losses. Such dividends paid by public 
corporations are taxable as ordinary dividends. 
Foreign-source dividends are included in income without gross up; 
a credit for foreign taxes withheld is available. See 11.03 with 
respect to dividends received by a Canadian corporation from a 
foreign affil iate. 
Certain amounts received by shareholders as the result of corporate 
reorganizations, wind-ups, and dissolutions are taxable as deemed 
dividends. Most corporate loans to nonresident shareholders that 
are not repaid within a year are taxable as deemed dividends upon 
which 25% tax must be withheld (9.07). 
Refundable Dividend Tax. To prevent the accumulation of invest-
ment income in a private corporation to avoid shareholder tax, the 
following rules apply: 
(a) The full corporate rate of tax generally applies to investment 
income of a private corporation (including taxable capital gains and 
income from nonactive businesses, but excluding taxable 
dividends). 
(b) A special 25% tax is levied on taxable dividends received from 
noncontrolled corporations by a private corporation to the extent they 
are excludable in computing its taxable income. 
(c) 162/3% of the tax referred to in (a) and the entire tax referred to 
in (b) are considered to be "refundable dividend tax" and, in princple, 
are refunded to the extent of $ 1 for every $4 paid out by the private 
corporation as a taxable dividend. 
For tax years commencing after 1 978, income from the rental of 
real property in Canada wil l no longer be considered investment 
income when received by a private corporation controlled by non-
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residents. Accordingly, such income wil l not be included in the 
amount of refundable tax on hand. This wil l increase the tax cost to 
nonresident investors by 16 2/3% where they hold real property in a 
Canadian corporation. 
Proceeds f rom Stock Transactions Treated as Dividends. Under 
certain circumstances, the sale or other disposition of stock to a 
corporation wil l be considered "dividend stripping," and all or part of 
the amount received wil l be included in the vendor's income. If the 
vendor is an individual, the amount included in income is treated 
as a taxable dividend subject to the dividend tax credit. This provision 
applies if, in the opinion of the Minister, one of the purposes of the 
transaction was to effect a substantial reduction of, or disappearance 
of, the assets of a corporation in such a manner as to avoid tax 
that would otherwise have been payable. 
Loans to Shareholders. A loan to a shareholder and to persons re-
lated to the shareholder is taxable income unless it is repaid no later 
than the end of the year following the year in which the loan was 
made. Exceptions are made for ordinary loans by the corporation to 
officers or employees for purchase of a home, an automobile to 
be used in the business, or shares of the corporation (if purchased 
from the corporation). A loan coming under these rules is income for 
the year in which the loan was made. The debtor may deduct the loan 
if and when he repays it. When such a loan is made to a nonresident 
shareholder, withholding tax liability arises (6.04). 
6.05 Capital Gains and Losses 
Taxable capital gains and allowable capital losses from dispositions 
of property after 1971 are generally taken into account in computing 
income for tax purposes. The taxable capital gain or the allowable 
capital loss is basically one-half the difference between the proceeds 
of disposition and the adjusted cost base of the property. Adjusted 
cost base is given a complex definition. The word adjusted indicates 
that, where applicable, specified adjustments are to be made to the 
cost base. Cost base generally means actual cost, which in the 
case of depreciable property means the capital cost. A special 
deemed cost base applies to all property owned on December 31, 
1971, as described below. An individual is entitled to deduct a net 
capital loss (i.e., allowable capital losses minus taxable capital 
gains), or a net capital loss carryover, from other source income to 
the extent of $2,000 each year. Otherwise, a net capital loss may 
be carried back one year, or carried forward indefinitely, to be 
applied against the net taxable gains of other years. Where property 
28 
Deloitte Haskins & Sells 
Canada 
is disposed of at a loss and replaced within 30 days before or after 
such disposition by the same or identical property, the capital loss 
is disallowed as a superficial loss. 
Ordinarily, an individual is not subject to tax on gains made on the 
disposition of his principal residence. 
Certain capital expenditures that do not result in the acquisition of 
a tangible asset are referred to as eligible capital expenditures, and 
are subject to an entirely separate set of rules (7.02). An example 
would be the purchase of goodwill. 
Where the taxpayer has identical properties, i.e., each property in 
the group is the same in all respects as every other property, and all 
were acquired after 1971, the cost base is the average cost. 
Foreign exchange gains and losses are capital gains and losses if 
related to capital assets. Individuals exclude the first $200 of foreign 
exchange gain or loss for the year. 
For a discussion of the distribution to stockholders of capital gains of 
a corporation, see 9.01. 
Deemed Dispositions. Disposition of property for fair market value 
is generally deemed to occur on the death of a taxpayer, on making a 
gift, and when a taxpayer ceases to be a resident of Canada (10.04). 
However, when the transferee (in the case of death or a gift) is 
the taxpayer's spouse (or a qualifying trust therefor), the deemed 
proceeds equal the adjusted cost base (which is the undepreciated 
capital cost in the case of depreciable property). If depreciable 
property is otherwise transferred on death, it is deemed to be dis-
posed of for proceeds halfway between its undepreciated capital cost 
and its fair market value. In all cases, the transferee is deemed to 
have acquired the property for a cost equal to the deemed proceeds 
of the transferor. 
Trusts, other than spousal trusts, are deemed to dispose of and 
immediately reacquire capital property every 21 years, thus realizing 
gain or loss and recapture of depreciation. For depreciable property, 
however, the deemed proceeds and cost of reacquisition are an 
amount halfway between undepreciated capital cost and fair market 
value, whereas for other capital property they equal fair market value. 
When a trust actually distributes capital property to a capital bene-
ficiary, the proceeds to the trust and the cost to the beneficiary are 
deemed to be the adjusted cost base to the trust. 
Property Acquired Before 1972. The principal way in which the 
treatment of capital property owned at December 31, 1971 is dis-
Deloitte Haskins & Sells 29 
Canada 
tinguished from that of property subsequently acquired is in the 
determination of its cost base. The cost base of such a capital 
property is the middle amount of three figures: the actual cost, the 
Valuation Day value, and the proceeds of disposition. An individual 
has the right to elect to use Valuation Day value as the cost base of 
all such properties. Generally, if the election is made, it must be 
made in the return of the first taxation year in which there is a disposi-
tion of pre-1972 property, and thereafter the taxpayer is bound by 
the election. 
For shares of listed Canadian corporations. Valuation Day was 
December 22, 1971 . The government has published the values it wil l 
accept for such shares. For all other properties, the Valuation Day 
value is the fair market value on December 31, 1971. The onus is 
on the taxpayer to establish such value. 
For identical properties, the average cost is based on cost working 
back from December 31, 1971. For example, a taxpayer held 5,000 
shares in company A acquired at various dates prior to 1 972. In 
determining the average, the taxpayer would take the purchase 
closest to, but before 1972, and then work back until he had taken 
into the average purchases aggregating 5,000 shares. Such proper-
ties are deemed to be disposed of, for capital gains purposes, before 
identical properties acquired after 1971. 
In applying the median rule to bonds and similar obligations, 
amortized cost replaces actual cost. Amortized cost of an obligation 
at January 1, 1972 wil l be: (1) the principal amount where the 
obligation was acquired at a discount not exceeding 5%, and where 
the obligation was issued before November 8, 1969, (2) the actual 
cost where the obligation was issued subsequently and was acquired 
at a premium of less than 5%; and (3) in any other case, the actual 
cost adjusted by amortizing the premium or discount on purchase 
on the basis of the number of months the obligation was held before 
Valuation Day as compared with the number of months from purchase 
date to maturity. 
Personal Use Property and Listed Personal Property. Personal use 
property is property held by the taxpayer for personal use or enjoy-
ment by himself or any individual related to him. It would include 
such property as automobiles, boats, residences (other than a princi-
pal residence), cottages, jewelry, paintings, personal effects, etc. 
Gains are taxed in the same manner as other capital gains. The ad-
justed cost base of a personal use property is deemed to be not less 
than $1,000. For example, if a painting which cost $500 were sold for 
$950, there would be no taxable gain, since its cost would be deemed 
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$1,000. Capital losses are not recognized for tax purposes, unless the 
loss relates to a listed personal property. 
"Listed personal property" means any personal use property falling 
under the following headings: 
(a) print, etching, drawing, painting, sculpture, or other similar work 
of art 
(b) jewelry 
(c) rare fol io, rare manuscript, or rare book 
(d) stamp 
(e) coin 
The tax treatment of listed personal property varies from that of other 
personal property in that losses are recognized. However, the pro-
ceeds of disposition are deemed to be not less than $1,000, so that 
there cannot be a loss unless that property cost more than $1,000. 
The allowable loss is deductible only from taxable gains realized on 
listed personal property. If not offset within the taxation year, it may 
be carried back one year and ahead five years. 
For personal property on hand at January 1, 1972, the transitional 
rules applicable to other property, and referred to above, apply. 
Depreciable Property. Where depreciable property is used in busi-
ness or to produce income from property (such as rental property), 
any proceeds of disposition are dealt with under the capital cost al-
lowance system (7.02) up to the amount of the capital cost. There 
cannot, therefore, be a capital loss on such property. There could be a 
terminal allowance under the capital cost allowance system. Ordi-
narily, any proceeds of disposition in excess of capital cost wil l result 
in a taxable capital gain. Where the property was owned on December 
31, 1971, the transitional rules related to valuation apply, so that the 
difference between proceeds (up to Valuation Day value) and capital 
cost wi l l result in a nontaxable gain. 
Oil, Gas, and Mineral Properties (Resource Properties). These 
properties do not come within the provisions related to capital gains 
and losses. The proceeds of sale are considered to be income. This 
has been the position with respect to oil and gas properties for several 
years. With respect to mining properties owned at December 31, 
1971, there are transitional rules related to subsequent sale. The per-
centage of the proceeds of a 1972 sale that has to be included in in-
come is 60%. This increases by five percentage points per annum, so 
that for sales taking place in 1980 and subsequent years, 100% of 
proceeds wil l be included in income. 
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Land. Interest and property taxes in respect of land used for business 
purposes are generally capital outlays, except where the land itself is 
inventoried or held primarily for earning income from the land. 
Payments Based on Production or Use of Assets. Where the amount 
received on sale of an asset is dependent on production from or use 
of the asset, the payments are taxable. Taxable payments ordinarily 
include those based on the production of mines, timber tracts, and oil 
wells, or derived from patent rights, franchises, and copyrights. Capi-
tal gain treatment wil l be proper only if the assets are sold for fixed 
predetermined prices, although this in itself wil l not provide assur-
ance that the profits wil l be treated as capital gain (6.06). 
Partnerships. A number of very complex provisions relate to partner-
ships and capital gains. A partnership interest is capital property, and 
a gain arising from the disposition of a partnership interest is taxable 
in the same manner as a gain from other capital property, except that 
a retiring partner does not recognize the gain in the negative cost base 
of his partnership interest until he has received all the partnership 
property to which he is entitled. Where the partnership existed at the 
end of 1 971, there are specific rules for determining the cost base of 
the partnership interest. Where the partnership is incorporated, the 
cost base of the partnership property can be rolled, tax free, into the 
corporation. Such election must be approved by all of the partners, 
and the partnership's affairs must be wound up within 60 days of 
the transaction. 
The contribution of property to a Canadian partnership by a partner is 
deemed to have taken place at fair market value, unless an election 
has been made for a lesser value, in which case the lesser value, 
which cannot be less than the value of the consideration received, 
would also become the cost base of the property to the partnership. 
Assets transferred to a partner are deemed to have been transferred 
at fair market value. However, where a Canadian partnership has 
ceased to exist, property can be transferred, upon election, jointly to 
all of the partners at the adjusted cost base to the partnership of the 
property. A Canadian partnership is one in which all the partners are 
resident in Canada. 
6.06 income f rom Rentals, Royalties, Patents, Copyrights, Etc. 
A taxpayer must include in income all amounts received that are de-
pendent upon use of or production from property. Note that the prop-
erty need not be his own, the receipts need not otherwise be of an 
income nature, and that any kind of property might be involved. 
Whether the sale of a patent or copyright (for a price that is not de-
pendent upon use or production—see above) results in ordinary in-
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come or capital gain depends upon the nature of the taxpayer's 
business. 
The harsh effect of including a lump sum in an individual's income of 
a single year may, in many cases, be mitigated by the purchase of an 
income averaging annuity (10.01). 
6.07 Insurance Premiums and Proceeds, and Annuit ies 
When the amount of life insurance provided by an employer under a 
group plan on the life of an employee is more than $25,000, the rele-
vant portion of the premium is taxable income to the employee, un-
less the employee pays the premium on the excess. Life insurance 
proceeds received on cashing in a policy and on policy loans and 
policy dividends, in excess of the cost basis of the policy, are taxed 
as ordinary income. Transitional rules deal with policies in force be-
fore 1971. Proceeds received in consequence of the death of the in-
sured, however, are nontaxable capital receipts. 
When the life insurance policy is of a type for which the insurer's re-
serves vary with the fair market value of a segregated group of assets, 
the policyholder wil l be taxed on the amount of the gross revenue 
from the segregated assets allocated to his policy. He wil l be entitled 
to his proportionate share of dividend tax credits (10.01) and foreign 
tax credits (11.02). 
If under a life insurance contract, a policyholder elects before the 
death of the insured to take all the proceeds in the form of annuity 
payments, the policyholder wil l be taxed as if it were an annuity con-
tract, the cost of which is the adjusted cost basis of the life insurance 
contract immediately before the first annuity payment. 
Proceeds from accident, sickness, and disability insurance contracts 
are not taxed. 
If an annuity is paid under a contract, the capital element is deducted 
in arriving at the taxable portion. The capital element is determined, 
at the date the annuity payments commence, under a highly technical 
formula prescribed by regulations. A taxpayer receives from the in-
surance company with his first annuity payment a breakdown show-
ing the capital and income portions. Starting in 1 975, a further 
amount may be excludable. Certain annuity contracts entered into 
before June 25, 1940 are exempt or partially exempt. 
Receipts under an income averaging annuity contract (10.01) are 
taxable. 
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6.08 Foreign Accrual Property Income 
For taxation years ending after 1 975, complex rules were enacted to 
tax undistributed income of an investment nature earned by foreign 
corporations controlled directly by Canadians, as well as second- and 
third-tier corporations controlled indirectly. The thrust of the legisla-
tion is toward foreign corporations deriving income from tax havens 
and low-tax jurisdictions. 
A resident taxpayer must include in income his participating percent-
age of "foreign accrual property income" (see below) of every share 
owned by him in a controlled foreign affil iate. Major deductions are 
available to Canadian corporations that own foreign affiliates, which 
effectively defer the impact of these provisions until the pre-1976 
retained earnings of the foreign affiliate have been distributed. Such 
deductions are not available to individuals. A formula-type deduction 
(11.03) is also available in lieu of a foreign tax credit equal to the 
passive income of the foreign affiliate that has been taxed at rates 
equivalent to those in Canada. 
A foreign affiliate is considered to be controlled by a Canadian indi-
vidual or corporation holding more than 50% of the voting stock of 
such a corporation, or by a Canadian member of a group of not more 
than five Canadian residents that together control the corporation, or 
by a member of a related group, wherever resident, that controls the 
corporation. 
Foreign accrual property income of the foreign affiliate includes div-
idends, except dividends received from other foreign affiliates, in-
terest, royalties, certain rents, amounts received from Canadian 
corporations for which a deduction has been allowed in Canada, 
capital gains and losses on the disposition of assets not used in the 
conduct of an active business, and income from a nonactive busi-
ness. These amounts are computed at the end of the foreign affiliate's 
taxation year. If shares are sold prior to the year-end, there is no attri-
bution of this income; if shares are purchased, the full income is 
attributed. 
The adjusted cost basis of the shares of a foreign affiliate is in-
creased by the net amount of foreign accrual property income on 
which Canadian tax is paid. When the foreign affiliate actually pays 
a dividend, the dividend is reduced by income previously reported, 
and a foreign tax credit is granted for any foreign withholding tax 
equal to the equivalent Canadian tax on the income not already 
reported. 
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Deduction Items 
7.01 Business Expenses 
Generally, no deduction may be made for an expense unless it is paid 
or incurred for the purpose of gaining or producing income from busi-
ness or property. Moreover, an expense is not deductible to the extent 
it exceeds a reasonable amount in the circumstances. Capital expend-
itures are not deductible unless expressly permitted. Additions to 
certain reserves are allowed (7.15). If a partner incurs expenses that 
do not pass through the partnership, he can deduct them in his return 
if they satisfy the general rules. 
Problems can arise if amounts owing to certain persons or deductible 
expenses are not paid within a reasonable time. Salaries, wages, and 
other remuneration must be paid by the end of the first taxation year 
following that in which they were deducted. Amounts payable to non-
arm's length persons must be paid by the end of the second taxation 
year following that in which they were deducted. Failure to pay these 
amounts or to make the appropriate elections wil l result in their dis-
allowance even if they are paid later. 
Scientif ic Research. An individual or corporation may deduct current 
expenses wherever incurred and capital expenditures (other than the 
cost of land) incurred in Canada for scientific research related to the 
taxpayer's business or class of business. The scientific research may 
be carried out by the taxpayer or by other organizations of the type 
described in the statute. The Minister of National Revenue may de-
termine whether a particular activity constitutes scientific research. 
For the years 1978 to 1988 inclusive, corporations may take an addi-
tional deduction of 50% of qualified scientific expenditures (making 
a total deduction of 150% of the expense) to the extent they exceed 
the corporation's expenditure base. The expenditure base is a moving 
average of the last three years' expenditures on scientific research. 
A Canadian corporation carrying on a business in Canada may apply 
for a grant under the Industrial Research and Development Incentives 
Act for expenditures for scientific research and development. The 
grants are 25% of capital expenditures and 25% of the increase in 
current expenditures over the average for the five immediately pre-
ceding years. The grants are not subject to federal income tax. The 
grants for capital expenditures do not reduce the cost for depreciation 
purposes, but no depreciation may be claimed for capital expend-
itures deducted as scientific research expenditures in the year of 
acquisition. 
For some projects, grants are available under the Industrial Research 
Assistance Program administered by the National Research Council. 
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The expenditures for scientific research otherwise deductible must 
be reduced by the amount of the grants received under this program. 
7.02 Depreciation and Amortization 
Depreciation deductions are called "capital cost allowances." To be 
depreciable, the property must be for use or used in a business or in 
producing income, such as rentals and similar income. Every depreci-
able asset falls into a particular numbered class. The prescribed rates 
for certain common assets appear in Appendix C. On acquisition, the 
capital cost is added to the undepreciated capital cost (UCC) of other 
assets of the same class. The allowance for the year is calculated for 
most classes by applying any desired rate up to the maximum rate 
prescribed for the UCC of that class at the end of the year. The allow-
ance itself is then deducted from the UCC, and the balance is carried 
to the following year. In principle, the system thus uses a relatively 
simple declining balance approach. However, where accelerated de-
preciation is permitted (2.03), the maximum rate prescribed is gen-
erally applied to full capital cost. This is also the case with classes 13 
(leasehold interests), 14 (franchises), and 1 5 (certain logging assets). 
Rates for classes 13, 14, and 15 are determined under special formu-
lae. On disposal of a depreciable asset, the UCC of the class is gen-
erally reduced by the proceeds received. 
Generally, assets under construction are included as progress pay-
ments are billed. No adjustment is made for salvage values. The only 
case in which the maximum allowance is normally reduced is for a 
short fiscal period. 
Capital Cost of Property. The cost of depreciable property usually is 
determined in accordance with generally accepted accounting prin-
ciples. It does not include foreign exchange gains or losses on pur-
chase payments subsequent to the date of acquisition, or interest on 
money borrowed to acquire depreciable assets, except where an elec-
tion to capitalize is permitted (7.07). If an asset has been acquired in 
a transaction not at arm's length, its cost for tax purposes is the lesser 
of actual cost or the fair market value of the asset. An election to ap-
ply special rules may be made if the property is transferred to a Cana-
dian corporation and part of the consideration is in the form of shares. 
Disposal of Depreciable Property. The appropriate capital cost al-
lowance class is generally credited with the proceeds of the sale of an 
asset or the value of an asset received in exchange. If the transaction 
is not at arm's length, the transferor wil l be deemed to have received 
proceeds equal to fair market value. Where property was acquired 
before 1949, the proceeds credited to the class are limited, with 
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some exceptions, to the depreciated value of the asset for tax pur-
poses at the close of the taxpayer's 1948 taxation year. No adjust-
ment is made to the class for assets that are obsolete, abandoned, 
destroyed, lost, or stolen. Insurance payable on loss or destruction of 
property is treated as proceeds. If the disposal proceeds exceed the 
cost of the asset, or the depreciated cost as of the close of the 1948 
taxation year, the excess is not credited to the class, but is dealt with 
by the provisions related to capital gains. Where the proceeds from 
the disposal exceed the capital cost, the excess over the capital cost 
up to the Valuation-Day value is not taxable (6.05). 
Recapture of Depreciation. When a class has a credit balance at the 
close of a taxation year as a result of crediting the disposal proceeds, 
the credit balance is income for the year. Where the credit balance 
results from proceeds of insurance or an expropriation, the taxpayer 
can elect to reduce the amount of recaptured depreciation by the cost 
of replacement assets acquired within two years. After March 31, 
1977, a taxpayer can elect to postpone recapture of depreciation on 
business property if replacement property is acquired by the end of 
the first taxation year following disposal of the original assets. The 
same elections are available in respect of any capital gains. An indi-
vidual can purchase an income averaging annuity contract to reduce 
the tax impact of recaptured depreciation. 
Rental Properties. Each rental property that is a building or leasehold 
interest in a property of class 3, 6, or 13, and which was acquired 
after 1971, and which cost the taxpayer at least $50,000, is deemed 
to be a separate class, so that recapture of depreciation or terminal 
allowance wi l l , in those cases, be determined on the basis of indi-
vidual properties. 
Except where the property is owned by a corporation or partnership 
whose principal business is leasing, development, rental, or sale of 
real property, the taxpayer may only claim capital cost allowances in 
respect of rental properties to the extent they wil l not produce, in the 
aggregates loss from the operation of rental properties. This rule, 
however, was temporarily suspended in respect of multiunit resi-
dential buildings on which construction starts between November 18, 
1974 and December 31, 1979. 
Terminal Al lowance. When all the assets of a class have been dis-
posed of, the debit balance remaining in the class, after crediting the 
value of the proceeds to the class, is a deduction from income for the 
taxation year. If depreciable assets are disposed of in a non-arm's-
length transaction so that either no assets remain in the class or the 
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fair market value of the assets remaining in the class is less than the 
undepreciated capital cost, any terminal allowance on the class at 
the end of the year is limited to the amount which could have been 
claimed if the proceeds of the non-arm's-length transaction had been 
fair market value. 
Timber Depletion. Timber depletion is granted under the capital cost 
allowance regulations, rather than under the depletion regulations. 
The maximum unit allowance is determined by dividing the recog-
nized capital cost by the footage shown by a timber cruise. The tax-
payer may recalculate the unit allowance from time to time, basing it 
on more current cruises. Normally, the tax authorities do not adjust 
allowances claimed in prior years arising out of differences between 
actual volume and cruised volume of timber. 
Capital Expenditures Eligible for Amortization. The general defini-
tion of eligible capital expenditures is stated as the portion of any out-
lay or expense made or incurred, as a result of any transaction after 
1971, on account of capital for the purpose of gaining or producing 
income from the business. This definition is then modified by a long 
list of specific exclusions. The eligible capital expenditures include 
purchased goodwill, incorporation expenses, costs of franchises and 
rights with no termination date, payments to reduce competition, and 
cost of assets for which the taxpayer does not have title. 
The amortization of the cost of eligible expenditures for tax purposes 
is the same as that for capital cost allowances, except that only one-
half of the cost enters into the computation. A separate computation, 
called a cumulative eligible capital account, is made for each busi-
ness carried on by the taxpayer. This amount is credited with one-half 
of the proceeds of sale, regardless of whether such proceeds exceed 
the cost of the relevant item. While expenditures prior to 1 971 are not 
included, proceeds from post-1 971 dispositions of expenditures in-
curred prior to 1 972 are credited, but at a reduced rate (20% in 1 972 
and increasing 2½ percentage points annually until 50% is reached). 
The annual deduction allowed is an amount not exceeding 10% of the 
cumulative eligible capital account prior to making the deduction. A 
credit balance in the cumulative eligible capital account is transferred 
to income for tax purposes. A deduction is allowed for any debit 
balance remaining in the cumulative eligible capital account for a 
business which ceases to be carried on. 
7.03 Depletion and Other Deductions Available for Oil and Gas 
Properties and Min ing 
Earned Depletion. The earned depletion method superseded the per-
centage depletion method as of May 6,1974. This deduction is avail-
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able to all taxpayers. The earned depletion deduction generally 
equals the lesser of 25% of Canadian resource profits for the year and 
the earned depletion base at the end of the year. The earned deple-
tion base consists of 33 1/3% of prescribed expenditures incurred 
since November 7, 1969, and is reduced by prior earned depletion 
deductions. Prescribed expenditures include, in general terms, Ca-
nadian prospecting, exploration, and development expenses (but not 
including the cost of a Canadian resource property), processing as-
sets acquired to process Canadian mineral ore extracted from a new 
mine or a major expansion of an existing mine or to be processed 
further than it had previously been processed in Canada, and most 
class 28 depreciable property (7.02) excluding, however, town sites 
and related facilities. They do not cover assets acquired to carry 
processing beyond the prime metal stage. Machinery and equipment 
acquired after May 8, 1972, acquired in an arm's-length transaction 
and used for processing up to the prime metal stage, generally 
qualifies. 
Super Depletion. In addition to the normal depletion allowance, a 
special incentive is granted to any taxpayers participating in explora-
tion for gas and oil in Canada's offshore regions. Expenses incurred 
between March 31, 1977 and April 1, 1980 to drill an exploratory 
well wil l earn super depletion base of $2 for each $3 in excess of 
$5 mill ion. The super depletion wil l be deductible against the tax-
payer's full income from any source. 
Canadian Exploration Expenses. The costs of exploring for natural 
resources are accumulated and a corporation whose principal busi-
ness is in the natural resource field may deduct them from income 
from any source. Unused amounts may be carried forward indefi-
nitely. Under prescribed conditions, unused expenses may be carried 
over to a successor corporation. 
Individuals and corporations whose principal business is not in the 
natural resource field are granted the same treatment described in the 
prior paragraph for Canadian exploration expenses, but only for those 
expenses incurred after May 25, 1976 and before 1982. Expenses 
incurred outside this period are deductible to a maximum of 30% 
per year. 
A joint exploration company (a defined term) may elect to forgo part 
or all of its deduction of these expenses in favor of a shareholder 
corporation. 
Canadian Development Expenses. Any taxpayer may deduct 30% of 
accumulated Canadian development expenses from income from any 
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source. Unused expenses can be carried forward indefinitely and can 
be transferred between corporations in certain circumstances. 
7.04 Bad Debts 
Although the deduction of a reasonable amount as a reserve for 
doubtful accounts is allowable, the taxpayer is also required to re-
store to income of the current year the amount deducted as a reserve 
for doubtful accounts in the previous year. The net result is that the 
taxpayer must make a new determination each year in order to arrive 
at the deductible amount. Any debts that become worthless during 
the year are deductible in addition to the deduction for the amount 
of the reserve. Deduction is generally limited to amounts that have 
been included in taxpayer's income or, for a taxpayer whose ordinary 
business is lending money, the amount of uncollectable loans. No 
guidelines are issued to assist in determining the reasonableness of 
a reserve for doubtful accounts. In practice, the taxpayer establishes 
what he thinks is reasonable in the circumstances, subject to his 
justification of the amount upon tax examination. 
Worthless loans and advances by taxpayers not engaged in the busi-
ness of lending money are not ordinarily deductible except where 
they can be considered an ordinary expense of the business. Where 
a worthless debt represents proceeds of the sale of a depreciable 
asset, there are specific rules to determine the amount deductible. 
These rules generally preclude deduction to the extent that the pro-
ceeds represent capital gain. A worthless loan not deductible as a 
business expense may be deductible as a capital loss. 
Bad debts recovered become income in the year of recovery if they 
were deductible when written off. 
When a business is sold, the parties may, by fi l ing a prescribed form, 
stipulate the amount paid for the receivables. The seller may then 
write off the difference between this amount and the book value as a 
deduction for bad debts. If the purchaser collects more than the 
amount paid for the receivables, he must report the difference as 
income. 
7.05 Payment of Rents, Royalties, and Technical Assistance Fees 
Rents and royalties for the right to use property, whether real or per-
sonal, tangible or intangible, are generally deductible if the expenses 
are reasonable in amount and are incurred in a trade or business or 
for the purpose of earning investment income. This is also true for 
related technical assistance fees. 
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Rentals incurred for certain sporting or leisure facilities are not de-
ductible unless the taxpayer, in turn, rents them to others (7.12). 
7.06 Taxes 
Income taxes are not deductible. There are no specific provisions 
concerning deduction of other taxes, and their deductibility must be 
determined by reference to the general business expense rules 
(7.01). Unless they relate to capital expenditures or nondeductible 
items, taxes are treated either as expenses of earning income or as 
part of the cost of inventory. Property taxes pertaining to nonproduc-
tive assets are sometimes disallowed as an expense on the ground 
that the expense was not incurred for the purpose of earning income. 
See 6.05 for property tax on land. 
Customs duties, sales taxes, and excise taxes relating to capital ex-
penditures become part of the capital cost of the assets and are 
added to basis for depreciation or capital gain. 
Logging taxes are levied in British Columbia and Quebec on logging 
income, a term which has been somewhat arbitrarily defined. A tax 
credit of 66 2/3% of the amount of the logging tax is deductible from 
the federal portion of income taxes otherwise payable. Quebec and 
British Columbia allow credits of 33 1/3% and 24%, respectively, 
against provincial income taxes. 
Special rules apply in respect of provincial taxes levied on the ex-
tractive industry, generally amounting to nondeductibility for federal 
purposes. 
See Chapter 11 for foreign tax relief provisions. 
7.07 Interest 
Interest is an allowable deduction only where it is paid (a) on bor-
rowed money used for the purpose of earning income from business 
or property (which includes securities), or (b) on an amount payable 
for property acquired for the purpose of gaining or producing income 
from either the property or the business that uses the property. How-
ever, interest payable on certain refundable government grants is 
deductible. Interest related specifically to the acquisition by a corpo-
ration of shares in a Canadian corporation is deductible where the 
interest pertains to a period after 1 971. Interest paid in similar cir-
cumstances by an individual is also deductible. Interest on late pay-
ments of taxes is not deductible. 
An election may be made to capitalize the cost of money borrowed to 
acquire depreciable property or for prospecting, exploration, or 
development. 
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No deduction is allowed for amortization of bond discount by a debtor 
company where the obligation was incurred prior to June 19, 1971. 
Where a bond, debenture, bill, note, mortgage, or similar obligation 
was issued after June 18, 1971, the discount is deductible in full 
when the principal is repaid, provided the issue price is not less than 
97% of the principal amount and the effective interest is not more 
than 133 1/3% of the interest rate stipulated. Where the last two con-
ditions are met, only 50% of the discount is deductible. For certain 
types of non-interest-bearing, postdated bills, discount is treated in 
the same manner as interest. 
Other expenses incurred in borrowing money and issuing or selling 
stock are deductible under the same circumstances as interest. These 
include legal,accounting and trustees' fees, and printing costs. A 
commission or other amount paid or payable after November 1 6, 
1 978 to a salesman, agent or dealer in securities in the course of sell-
ing shares, units or interests or borrowing money are deductible. See 
9.03 regarding interest payable by thinly capitalized corporations. 
Prior to November 16, 1978, interest expense and property taxes re-
lated to undeveloped land were not deductible except to the extent of 
the revenue produced from that land. Now, these expenses must be 
deducted as incurred if the land is used in or held in the course of 
carrying on a business or held to produce income. 
7.08 Operating Losses 
The loss for the year from an office, employment, business, or prop-
erty is first offset against income from other sources. Any unused 
amount, called the "noncapital loss," may be carried back one year 
and forward five years. The noncapital loss is a deduction in arriving 
at taxable income in the years to which it is carried. The loss carried 
forward or carried back may be applied generally against the net in-
come for the year regardless of source. It is applied to such income 
before deduction for net capital losses (6.05) or personal exemptions 
(10.03). For the purpose of carrying back a loss, an amended return 
for the prior year must be filed within one year from the due date of 
the original return. The carryback or carryforward deduction is 
limited for a corporation if there have been both a change in business 
and a change in control. The purpose of the restriction is to stop the 
purchasing of loss companies for the purpose of tax avoidance. 
Special rules limit the deduction of losses from "hobby" farms and 
rental properties (7.02). The loss from hobby farms is limited to 
100% of the first $2,500 of loss, plus 50% of the next $5,000 of loss. 
Thus, the maximum annual loss deduction is $5,000. 
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7.09 Worthless Stock, Securities, and Other Assets 
Losses from worthlessness of stock, securities, and similar assets are 
not treated as capital losses (6.05), unless there is a disposition. If, 
however, the taxpayer is considered to be in the business of trading 
and dealing in such assets, an ordinary business deduction is al-
lowed. For losses on depreciable assets, see 7.02. 
7.10 Casualty Losses 
There is no specific provision for deduction of casualty losses as 
such. The cost of insuring against these losses may be a deductible 
business expense. If the asset, damaged or destroyed, is a depreciable 
asset, the matter is dealt with under the capital cost allowance (de-
preciation) rules (7.02). 
Generally speaking, the cost of repairing damage to business prop-
erty caused by fire, flood, storms, earthquake, or other casualty, is 
allowed as a deductible expense to the extent that it is not recovered 
under insurance claims. However, major replacements resulting from 
losses wil l be considered capital expenditures. If trading inventory is 
destroyed or damaged, the trading profit is reduced accordingly. 
Loss of a current asset by reason of theft or embezzlement is normally 
deductible in determining profit or loss from a business on the ground 
that the loss is a risk of carrying on business. 
If the asset, damaged or destroyed, was a personal-use asset, it is gen-
erally considered a nondeductible capital loss. Repair or replace-
ment would not give rise to a deduction. Casualty losses may result in 
allowable capital losses (6.05). 
7.11 Charitable Contributions 
Charitable contributions are deductible if made to qualified organiza-
tions, mostly Canadian. There is a limitation on the deduction to 20% 
of the taxpayer's income for the year, except for gifts to provincial or 
federal governments and certain gifts of cultural property. Excess 
contributions can be carried forward one year. Individuals must file 
official receipts with their income tax returns. Corporations must be 
able to produce official receipts if requested. 
Instead of claiming a deduction on the basis of contributions made, 
an individual may claim the optional standard deduction of $100 
(10.02). Contributions are not deductible in determining the amount 
of a noncapital loss for a year (7.08). A partner is deemed to have 
made, on a proportionate basis, any charitable contributions made by 
a partnership. 
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A resident of Canada living near the United States, who commutes to 
his place of employment or business in the United States and derives 
his chief source of income there, may claim a charitable contribution, 
which would be allowed as a deduction under the United States In-
ternal Revenue Code as if it were made to a registered Canadian 
charitable organization. 
7.12 Advert ising and Entertainment Expenses 
Reasonable advertising expenses incurred for the purpose of earning 
income are deductible. No deduction is allowed for amounts incurred 
for advertising space in a non-Canadian newspaper or periodical for 
an advertisement directed primarily to a market in Canada. To avoid 
classification as non-Canadian, the newspaper or periodical must be 
at least 75% Canadian owned and controlled. There are some excep-
tions: Canadian editions of certain United States-owned periodicals, 
special editions devoted primarily to Canada, and publications de-
signed to promote the fine arts, letters, scholarship, or religion. If an 
advertising expenditure results in the acquisition of a tangible asset 
that has useful value beyond the current year, the cost is capitalized 
and depreciated. 
Normally, no deduction may be made for the use or maintenance of a 
golf course, yacht, camp, or lodge, or for membership fees or dues 
in any club whose main purpose is to provide dining, recreational, or 
sporting facilities for its members. However, entertainment expenses, 
apart from dues or fees, would be deductible to the extent they rep-
resent reasonable business-purpose expenses. 
Where entertainment expenses are incurred by employees, there is 
seldom a disallowance of the expenses to the employer. Entertain-
ment expenses, including traveling expenses, incurred by owners of 
a business are looked at more closely. Traveling expenses of a tax-
payer's wife are normally disallowed. 
7.13 Legal Expenses 
Legal expenses are subject to the general rule as to the deductibility 
of business expenses (7.01). Legal expenses in connection with the 
acquisition of capital assets are part of the cost base of such assets. 
Legal expense in connection with the incorporation of a company 
would be an "eligible capital expenditure" (7.02). Deduction is spe-
cifically allowed for legal expenses incurred in connection with an 
income tax appeal or, in specified circumstances, borrowing money 
(7.07). 
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7.14 Insurance 
Premiums paid on insurance policies insuring against the ordinary 
types of business risks are business expenses. Premiums paid by a 
business for group-term life, accident, group health, and group med-
ical insurance for the benefit of employees are also regarded as busi-
ness expenses. Premiums for life insurance on an employee, officer, 
or shareholder, other than group-term life, are not deductible ex-
penses of a business regardless of whether the beneficiary is the em-
ployer or the estate or beneficiaries of the insured. If the insured 
employee, officer, or shareholder names his own beneficiary under 
this type of policy, the premium is considered to be income to him 
even though the amount is not deductible by the employer. 
7.15 Reserves 
Deduction is allowed for amounts credited to certain types of re-
serves described in the statute. These include reserves for goods or 
services to be delivered or rendered after the close of the year, rents 
received but attributable to future years, and deposits received on 
containers other than bottles. The receipts to which the reserves re-
late must be included in income. For reserves attributable to instal-
ment sales, see 8.03; for bad debt reserves, see 7.04. 
7.16 Nondeductibles 
Expenses failing to meet the criteria described in this chapter are not 
deductible. Expenses not related to business or property investment 
are generally not deductible. This includes fines, penalties, and poli-
tical contributions. See Chapter 10 for the few additional deductions 
available to individuals in general, and to employees and commission 
salesmen in particular. 
7.17 Inventory Al lowance 
A taxpayer may deduct 3% of the cost of the opening inventory of 
goods and materials held for processing or for resale. This deduction 
was made available to counteract the effects of inflation and is not 
subject to recapture. 
7.18 Inventory Adjustment 
For taxation years ending after November 16, 1978, any amount in 
respect of depreciation, obsolescence, or depletion that has been in-
cluded as a component of cost in the values of a taxpayer's closing 
inventory, must be included in the taxpayer's income for the year. In 
the following year, this amount is deductible. If the taxpayer deter-
mines his inventory on a basis other than cost this provision will not 
apply. 
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Accounting for Income and Expenses 
8.01 Tax Accounting Generally 
The general rule for business income is that the accrual method of 
accounting is used. The general rule for income from employment or 
property is that the cash method is used. Exceptions to these general 
rules apply to farmers (8.02), interest income (which may be accrued 
—see 6.03), and professional practitioners (8.02). 
8.02 Accrual of Business Income and Expenses 
Income and expenses of a business ordinarily must be determined on 
the accrual method. A taxpayer who carries on the business of farm-
ing may elect to use the cash method. A taxpayer engaged in a profes-
sional practice may elect to exclude work in progress from business 
income. If an item of income or expense has been accrued errone-
ously in a year subsequent to that to which it relates, it is not the usual 
assessing practice to make an adjustment. The assessor may, how-
ever, adjust a prior year for the item and might do so if it would ma-
terially change the tax result. The taxpayer cannot compel adjustment 
of the prior year unless a notice of assessment has not been issued or 
a notice of objection is still timely. Special provisions apply where 
expenses have been accrued, but not paid within a specified time. 
8.03 Long-Term Contracts and Instalment Sales 
Income from instalment sales is accrued at the time the sales are 
made. However, where the sale price of property sold in the course of 
business has not been received by the end of the taxation year, there 
is a provision for a deductible reserve. This has the effect of taking 
the profit up proportionately as the sale price is received. Where the 
instalment contract relates to property other than land, part of the 
sale price must be payable more than two years after the sale. 
Any taxable gain that has been deferred on an instalment sale of prop-
erty, including resource properties (6.05), is taxable in the year when 
a taxpayer ceases to be resident in Canada or becomes exempt from 
Canadian tax, since the taxpayer may not, under the circumstances, 
use the deductible reserve in computing taxable income for that year. 
Construction contractors may use the "completed contract" method 
of accounting for contracts of less than two years' duration, provided 
it is consistently used for all such contracts. All direct costs must be 
deferred to the year of completion. Otherwise, construction contrac-
tors must take into gross revenue amounts that are receivable on the 
basis of certificates of work satisfactorily completed including prog-
ress certificates. Where certificates are not required, the revenue 
must be taken up when it is receivable in the usual sense. Progress 
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and final billings may be taken into revenue as rendered provided the 
practice is followed consistently. Costs are taken up as they are in-
curred. A reserve may be claimed for cost to be incurred on work 
billed and included in income for tax purposes but only on the basis 
of identified specific costs. 
8.04 Inventories 
Inventories are priced at the lower of cost or fair market value or in 
any other manner permitted by regulation. The regulations provide 
that two additional methods may be used: either cost or fair market 
value. The use of LIFO or the base stock method is not permitted. 
"Cos t " is not defined, but in practice is ordinarily determined by the 
usual accounting practices common to the particular industry. There 
are wide variations in the extent to which either depreciation or over-
head is taken into cost. 
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Provisions Peculiar to Corporations 
9.01 Resident and Nonresident Corporations Compared 
Any corporation which was incorporated in Canada on or after April 
27, 1965 is deemed to be a resident of Canada regardless of any 
other factors, and any corporation incorporated in Canada before that 
date is deemed to be a resident of Canada if at any time after that date 
it has been factually a resident or has carried on business in Canada. 
In determining whether other corporations are resident or nonresi-
dent, Canada generally follows the rule developed by its own and 
British courts that a corporation is resident in the country where its 
central management and control are located. These principles may be 
modified by treaty. 
A resident corporation is taxable generally on income from all 
sources, both within and outside Canada. A nonresident corporation 
is taxable on its income from all business carried on in Canada and 
gains from dispositions of taxable Canadian property (5.02). Its 
other Canadian-source income may be subject to withholding tax, as 
discussed at 5.02. Dividends, including deemed dividends and stock 
dividends, are discussed at 6.04. 
Resident Corporations. Resident corporations, other than special 
types of corporations, may be classified for tax purposes as public 
corporations or private corporations, and among the latter is a sub-
division, namely Canadian-controlled private corporations. 
A public corporation means a corporation which is resident in Canada 
with a class of stock listed on a Canadian stock exchange. A subsidi-
ary of a Canadian public corporation is also a public corporation 
while its parent is so classified. A corporation may elect to be or not 
to be a public corporation. However, to be effective, the election or 
designation requires meeting conditions set out in regulations. 
A private corporation means a corporation resident in Canada which 
is not a public corporation, or which is not controlled, directly or in-
directly, in any manner whatsoever, by one or more Canadian public 
corporations. 
A Canadian-controlled private corporation means a private corpora-
tion that is a Canadian corporation other than a corporation con-
trolled, directly or indirectly, in any manner whatsoever, by one or 
more nonresident persons or one or more public corporations or by 
any combination thereof. 
A private corporation is subject to the refundable dividend tax on tax-
able dividends received from noncontrolled corporations in which it 
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owns 10% or less of the stock (6.04). It is also entitled to elect to pay 
capital dividends. 
A Canadian-controlled private corporation is subject to the provisions 
related to the small business deduction (2.06,3.02). A nonresident-
controlled corporation is denied the small business deduction. The 
benefits derived from the small business deduction are recovered by 
the government if the corporation becomes a private corporation con-
trol led by nonresidents. 
For most tax purposes, a Canadian corporation means a corporation 
incorporated in Canada or a foreign corporation that has been resi-
dent in Canada continuously since June 18, 1971 . 
Nonresident Corporations. The taxable income of a nonresident cor-
poration from carrying on business in Canada is determined in the 
same manner as for a resident corporation. Depreciation can be 
claimed only on assets used in Canada. The expenses and deductions 
allowed must pertain to the business carried on in Canada. The rules 
for fi l ing returns and payment of income tax are the same as for a resi-
dent corporation. However, the "branch tax," discussed under the 
next heading, can apply. 
A nonresident corporation is subject to withholding tax on invest-
ment-type items, referred to in 5.02, unless they are part of or closely 
related to a business carried on in Canada, in which case they are in-
cluded in the taxable income of the business and taxed at regular 
rates. The manner in which they are to be taxed may be modified by 
tax treaties. In no event is investment-type income subject to both the 
withholding tax and the income tax at regular rates. The provision for 
applying tax losses to other taxation years (7.08) pertains only to op-
erating losses of its Canadian branches in the case of a nonresident 
corporation. 
Tax on Canadian Branch of Non-Canadian Corporation. In addition 
to income tax (and the withholding tax on investment income referred 
to in 5.02) there is a special tax levied on non-Canadian corporations 
carrying on business in Canada. The rate is 25% and, thus, the tax 
approximates the dividend withholding tax for residents of nontreaty 
countries that would be paid if the Canadian operations were con-
ducted as a subsidiary that currently distributes all its earnings. This 
tax does not apply to a bank or a corporation whose principal business 
is transportation, communications, or mining iron ore in Canada. The 
tax is payable at the time the tax return is required to be fi led. 
The base on which the tax is levied is different for a resident corpora-
tion and for a nonresident corporation. In general, in the former case 
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the base is the after-tax income from all Canadian sources, and in the 
latter case the base is the after-tax business income earned in Can-
ada, plus net capital gains related to properties used in earning such 
income. In both cases, the base is adjusted for income taxes paid and 
for the increase or decrease in capital investment in Canada, as de-
fined by regulations. 
Nonresident corporations usually carry on business in Canada 
through resident subsidiary corporations rather than through 
branches. Usually a branch is only advantageous if it is losing money. 
Even then there is an advantage only if the tax laws of the home coun-
try permit deduction of Canadian branch losses. Treaties may affect 
the operation of this branch tax. 
9.02 Tax on Unreasonable Accumulat ion of Profits 
There is no provision in Canadian income tax law imposing a tax on 
unreasonable accumulation of profits. The distribution of retained 
earnings of a corporation can be deferred indefinitely. However, note 
the effect of the refundable dividend tax on the accumulation of in-
vestment income by a private corporation (6.04). 
9.03 Af f i l ia ted Corporations 
Each corporation must file a separate income tax return. There is no 
provision in the Canadian law permitting the fi l ing of a consolidated 
income tax return by a parent corporation and its subsidiaries. More-
over, the losses of one corporation may not be set off against the 
profits of another. Nevertheless, there are "associated company" 
provisions that come into effect when one corporation controls 
another or when more than one corporation is controlled by the same 
individual, group of persons, or family group. The circumstances 
under which corporations wil l be considered associated are set forth 
in great particularity in the statute. The taxation authorities have the 
right to deem corporations to be associated if one of the main reasons 
for separate existence is tax reduction and if their separation is not for 
carrying on business effectively. An appeal to the Tax Review Board 
or the Federal Court is permitted, but it must be found, in order to 
grant relief, that none of the main reasons for separate existence was 
to reduce tax. 
Federal Small Business Deduction for Control led Group. In order 
to discourage the use of multiple corporations to take advantage of 
the small business deduction, a specific provision allows associated 
Canadian-controlled private corporations only one annual business 
limit and one total business limit for the group (2.06). These limits 
may be allocated among the corporations as they agree each taxation 
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year. The total business limit allocated to a corporation may not be 
less than its cumulative deduction account at the end of its preceding 
taxation year. A tax form "Agreement Among Associated Corpora-
t ions" is used for the allocation, two executed copies of which should 
be sent to the district taxation office where the income tax return of 
the first corporation in the group to file a return for the taxation year 
is fi led. If the agreement is not fi led within 30 days after notification, 
the allocation of the annual and total business limits for the year wil l 
be determined by the tax authorities. 
Foreign Af f i l ia tes. If a resident of Canada, whether individual or 
corporate, has an interest in a nonresident corporation, the nonresi-
dent corporation may be classified as a foreign affil iate. The passive 
income of a foreign affiliate may be taxed currently in the hands of 
the Canadian resident as foreign accrual property income (6.08). 
Dividends received from a foreign affiliate are subject to special 
rules (6.08). Special adjustments to the adjusted cost base of foreign 
affiliate stock may be required (6.08). 
Excessive Debt-Equity Rat io—Thin Capitalization Rules. If a cor-
poration were undercapitalized, that is to say its paid-up capital were 
artificially low, its taxable income might be understated because of 
the correspondingly high interest deduction. If such interest were 
paid to nonresidents, there would be a net loss of revenue to Canada. 
As a result, Canadian law may disallow the deduction of a proportion 
of interest payable to specified nonresidents. Such disallowance is 
only invoked where the highest total during the year of debts owing to 
specified nonresidents exceeds three times the corporation's equity. 
Equity is defined as the retained earnings and contributed surplus at 
the beginning of the year, plus the greater of the paid-up capital at the 
beginning or end of the year. Since contributions of surplus can only 
be returned as taxable dividends, any adjustments to equity made to 
meet this test should be done by the purchase of shares. The propor-
tion disallowed is the ratio that such excess bears to total interest 
payable to specified nonresidents. Specified nonresident is also de-
fined in detail but includes a nonresident (or an NRO—see 9.05) 
shareholder that owns at least 25% (including stock held by related 
parties) of any class of the corporation's stock. 
9.04 Investment Holding Corporations 
Investment holding corporations are taxable in the same manner as 
corporations generally, unless they qualify as investment corpora-
tions, mutual fund corporations or nonresident-owned investment 
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corporations (9.05). Private corporations receiving dividends are 
generally subject to refundable tax (6.04). 
9.05 Investment Corporations and Other Investment Entities 
An "investment corporation" derives its income largely from invest-
ments, and is required to distribute most of its income to its share-
holders currently. It is taxed at the standard corporate rate on capital 
gains (3.02) and 25 percentage points less than the standard rate on 
other income. Dividends received from other Canadian corporations 
are not taxed (6.04). The provincial tax credit (3.02) and provincial 
corporation income taxes are applicable. 
To qualify, the corporation must be a Canadian corporation and a 
public corporation throughout the year (9.01); 80% of assets must be 
shares, bonds, marketable securities, or cash; 95% of its income 
must be derived from, or from dispositions of, the foregoing; 85% of 
its gross revenue must be from Canadian sources; not more than 25% 
of its gross revenue may be from interest; not more than 10% of its 
property can be in federal, provincial, or municipal securities; and 
none of its shareholders may hold more than 25% of its issued stock. 
If the corporation elects in prescribed manner to pay out its capital 
gains as a "capital gains dividend," it can obtain refund of the federal 
taxes paid on the capital gain. The shareholder reports the capital 
gain dividend as a capital gain rather than as a dividend. Ordinary 
dividends paid by an investment corporation entitle the shareholder 
to dividend tax credits (10.01). 
Mutual Fund Trusts. Mutual fund trusts are basically widely held 
unit trusts resident in Canada. Special provisions mitigate the double 
incidence of tax on capital gains that would otherwise occur. 
Mutual Fund Corporations. To qualify as a mutual fund corporation, 
a corporation must be a Canadian corporation and also a public cor-
poration. Investment must be its sole undertaking. At least 95% (by 
value) of its stock must be redeemable on demand. There is a mech-
anism designed to give more or less neutral taxation on capital gains 
flowed through to stockholders. A mutual fund corporation that is not 
also an investment corporation (see above) is deemed to be a private 
corporation for the purposes of the refundable dividend tax provi-
sions (6.04). 
Nonresident-Owned Investment Corporations (NRO). In some in-
stances, it may be advantageous for nonresidents, whether individ-
uals or corporations, to have their Canadian investments held by a 
Canadian corporation which can qualify as an NRO, if they desire to 
accumulate income in Canada for reinvestment. 
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The taxable income of an NRO is computed like that of other Can-
adian corporations, except that dividends from other Canadian cor-
porations other than from NROs are included and no deduction is 
permitted for interest or depletion. Capital dividends (9.01) received 
are taxed. Taxable capital gains and allowable capital losses include 
only those from dispositions of taxable Canadian property (6.05). Net 
taxable capital gains are taxed at 25%, as is the other taxable income. 
A corporation becomes an NRO by election, and ceases to be an NRO 
by disqualification or by revoking the election. Once a corporation 
ceases to be an NRO, it cannot now requalify. Only new corporations 
which qualify from incorporation can now become NROs. To qualify, 
100% of its shares and funded indebtedness must be beneficially 
owned by nonresidents. Its income must consist only of dividends, in-
terest, rents, royalties, or certain other specified types of investment 
income, including capital gains. It wil l be disqualified if more than 
10% of its gross revenue is derived from rents or charterparty fees, or 
if its principal business consists of making loans or dealing in mort-
gages, notes, or similar property. 
9.06 Special Type Entities 
Special provisions of the income tax law are applicable to various 
types of industries, associations, and organizations. Some special 
type entities are discussed below. 
Insurance Corporations. Special rules apply to determine income 
from carrying on an insurance business. Particularly complex rules 
apply to life insurers. Some of these rules vary considerably from the 
general provisions described in this booklet. 
Banking Insti tut ions. Banks are taxable in accordance with the rules 
applicable to corporations in general. However, a special rule permits 
the deduction of reasonable reserves for losses or other contingen-
cies. Special rules also apply to credit unions and caisses populaires 
—forms of cooperative savings associations. 
Mortgage Investment Corporations. To encourage the flow of funds 
into the residential mortgage market, special rules permit a flow-
through of residential mortgage interest to the investor without the 
incidence of corporate tax at the level of the qualifying corporation. 
Public Ut i l i t ies. Since the 1974 taxation year, a public utility has 
been taxed at the same rates as other corporations. 
Cooperative Corporations. Special rules permit a deduction for pa-
tronage dividends paid out of income from sales to members. Co-
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operative corporations are deemed not to be private corporations 
(9.01) except for purposes of the small business deduction. 
Tax-Exempt Corporations. Nonprofit organizations, corporations 
owned by provincial or municipal governments, charitable organiza-
tions, clubs, societies, and similar organizations, no part of whose 
income is paid to shareholders, are tax exempt. These corporations 
must come strictly within the provisions of an exemption in order to 
escape tax. 
9.07 Liquidations, Mergers, and Capital Adjustments 
Except for special situations described below, liquidations, mergers, 
and capital adjustments normally give rise to some combination of 
recognized capital gains, recapture of depreciation, and deemed div-
idends. Deemed dividends wil l be treated as taxable dividends in 
almost every case after 1978. The amount of the deemed dividend 
wil l be calculated by reference to the paid-up capital of the corpora-
tion and of the particular shares held by a shareholder. Paid-up capi-
tal of a corporation is normally the amount shown on the financial 
statements except where the shares have been obtained by amalga-
mation or in certain non-arm's-length transactions. The paid-up capi-
tal of a corporation formed by an amalgamation is limited to the 
combined paid-up capital of the predecessor corporations. Generally, 
in share transactions involving a corporation's own shares, a share-
holder is deemed to receive paid-up capital first and any remainder 
as a dividend. 
Liquidation. Where funds or property of a corporation are distributed 
to its shareholders upon the winding-up, discontinuance, or reorgani-
zation of its business, the corporation is deemed to have paid a divi-
dend equal to the value of the funds distributed in excess of its paid-
up capital l imit. The liquidation of the corporation normally would 
lead to the realization of capital gains or losses and the recapture of 
depreciation or a terminal loss. 
Where a Canadian corporation is liquidated and it was the wholly 
owned subsidiary of another Canadian corporation, there is no recog-
nition of capital gains or depreciation recapture. In effect, the parent 
inherits the subsidiary's asset basis. However, if the parent's basis in 
the subsidiary's shares was greater than the subsidiary's basis in its 
assets, the parent may add the excess to the basis of any nondepre-
ciable assets received, provided that such basis is in no case made to 
exceed the asset's market value. 
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Where after March 31, 1977 a wholly owned Canadian subsidiary of 
a Canadian corporation is wound up into its parent and no unper-
mitted change of control of the parent or subsidiary has taken place, 
the parent may carry over the deductible noncapital losses and net 
capital losses accumulated in the subsidiary. The wind-up must be 
properly timed to take maximum advantage of this provision. 
Mergers and Acquisit ions. Certain stock-for-stock acquisitions by 
Canadian corporations after May 6, 1974, may qualify for tax-free 
rollover treatment. This generally means that recognition of capital 
gains is deferred through adjustments to the adjusted cost base of the 
new stock. Basis to the acquiring corporation wil l be nil or fair market 
value, depending on the prior relationship of the corporations. Non-
arm's-length transactions may be subject to special rules. In the case 
of stock-for-assets acquisitions, the corporations may generally elect 
to have the transfer valued anywhere between the merged corpora-
tion's basis and market value. 
Where two Canadian corporations amalgamate to form a new cor-
poration, and all the properties and liabilities of the predecessor cor-
porations are transferred to the new corporation, and all the other 
shareholders of the predecessor corporations become shareholders 
of the new corporation, then Section 87 applies. It provides that the 
tax position of the new corporation shall be substantially the com-
bined tax position of the predecessor corporations. The new corpora-
tion may deduct the noncapital losses or net capital losses of the 
predecessor corporations. For tax purposes, there is not deemed to 
have been any disposal of assets by the predecessor corporations. 
The paid-up capital of the amalgamated corporation may not exceed 
that of the combined predecessor corporations. 
No gain is generally recognized for shareholders who receive no con-
sideration other than shares in the new corporation. 
Redemption or Reduction of Paid-Up Capital. On the redemption of 
preferred stock issued before June 19, 1971, a special tax is payable 
by the corporation in the event there is a premium. Such a premium is 
then tax free to the recipient. If the stock was issued later, or is com-
mon stock, no special tax is payable but the premium is treated as a 
dividend in the hands of the shareholder. Additionally, special provi-
sions prevent repayment of a corporation's capital in any form in ex-
cess of its paid-up capital limit. Once that limit is reached, any excess 
otherwise receivable as repayment of capital is a deemed dividend. 
This can create anomalies where there is more than one class of 
stock. 
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Exchange of Stock in the Same Corporation. Gain is recognized by 
the shareholder only to the extent the market value of consideration 
received other than stock in the same corporation exceeds his basis 
in the old stock. 
Capitalization of Surplus. A corporation is deemed to have paid a 
dividend to the extent that any transaction increases its paid-up capi-
tal by more than the increase in value of its net assets. The amount of 
any dividend deemed to have been received by a shareholder on the 
capitalization of surplus is added to the adjusted cost base of his 
shares. Stock dividends are discussed at 6.04. 
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Provisions Peculiar to Individuals 
10.01 General 
An individual's deductions are divided into two classes—(a) deduc-
tions taken in determining " income" and (b) deductions taken from 
income in determining "taxable income." The deductions allowed in 
determining income are largely those connected with business or 
income-producing activities, but the deductions taken from income 
to arrive at taxable income are generally in the nature of personal 
items. A taxpayer's income is a starting point for the determination of 
deductions based on, or limited to, a percentage of income. 
Spouses are taxed separately; income splitting is not permitted, nor 
may the loss of one spouse be offset against the income of the other. 
Where a person transfers property to a spouse, the income derived 
from the property, or from substituted property, is income of the 
transferor and not of the transferee. Remuneration paid by a taxpayer 
to his spouse as an employee is not deductible by the payer or tax-
able to the payee except where the spouse is an employee of a cor-
poration controlled by the taxpayer. 
Income Averaging. There are two widely available forms of averag-
ing for individuals: general averaging and income averaging annu-
ities. General averaging applies when the taxable income of the 
current year exceeds both (a) the taxable income of the preceding 
year by 10% and (b) the average of the taxable income of the four 
preceding years by 20%. The general averaging provision is also 
available for a nonresident individual who was not a resident of Can-
ada during the year of averaging and the immediately preceding year, 
but who had income from Canadian business or employment. Farm-
ers and fishermen may also elect to average their income over a five-
year period. However, they may not use general averaging for any 
year included in the five-year block covered by this special averaging 
method. 
Where a resident has qualifying income, he may purchase an income-
averaging annuity, the premium of which is deductible from his in-
come for the year. To be deductible, it must be purchased within 60 
days after the end of the taxation year for which the deduction is 
claimed. The annuity payments must be equal and payable at least 
annually. They can be for life or a guaranteed term not exceeding 1 5 
years which must end before the annuitant's 85th birthday. The maxi-
mum deduction is the amount of the qualifying income less one year's 
annuity. The annuity payments are taken into income in the year re-
ceived. Qualifying income for income-averaging annuities includes: 
(a) a lump-sum payment out of a pension plan, employee profit shar-
ing plan, deferred profit sharing plan, or in recognition on retirement 
of long service 
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(b) recaptured depreciation 
(c) income from the production of a literary, dramatic, musical, or 
artistic work 
(d) income from activities as an athlete, musician, or public 
entertainer 
(e) amounts brought into income as employee stock option plan 
benefits 
(f) net capital gains 
Certain of the qualifying items can, alternatively, be transferred to a 
registered pension plan, registered retirement savings plan, or a de-
ferred profit sharing plan, in which case they would not be included 
in income in the year. 
Dividend Tax Credits. A Canadian resident individual includes in in-
come 1 50% of taxable dividends received from taxable Canadian 
corporations (6.04). He may deduct from his federal tax otherwise 
payable a dividend tax credit of 25% of the grossed-up dividends. 
Since the provincial tax (other than in Quebec) is based on the federal 
tax after deduction of the dividend tax credit, the effect of the divi-
dend tax credit is to reduce the tax by slightly more than the gross up. 
Quebec law provides a Quebec dividend tax credit of 1 6 2/3% of 
grossed-up dividends. Taken with the 16.5% federal abatement in 
respect of Quebec residents (3.01), which is applied to federal tax as 
reduced by the federal dividend tax credit, the net effect is similar to 
that in other provinces. 
For the purpose of determining the dividend tax credit, the amount of 
the dividend is not reduced by any carrying charges or other costs 
applicable. Dividend tax credits in excess of tax otherwise payable 
are not refundable. 
Retirement Annuit ies for the Self-Employed and Others. See Chap-
ter 12 for requirements for the deduction of contributions to regis-
tered retirement savings plans, and other tax effects of these plans. 
10.02 Deductions 
The following items may be deducted to determine income: 
(a) Canada or Quebec Pension Plan contributions (14.01) 
(b) Canadian unemployment insurance premiums (14.02) 
(c) registered pension fund contributions (12.03) 
(d) registered retirement savings plan premiums (12.01) 
(e) certain annual union dues, professional or like dues 
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(f) certain tuition fees (only the student himself may claim) 
(g) certain child care expenses 
(h) registered home ownership savings plan contributions 
Child Care Expenses. A deduction may be claimed where an indi-
vidual incurs certain expenses for child care that are necessary for 
that individual to earn income from employment or business. Where 
the expenses enable a woman to perform the services connected with 
her employment or business, the deduction is the least of: 
(a) $4,000 
(b) $1,000 times the number of eligible children 
(c) two-thirds of her earned income for the year 
A man without a wife, or whose wife is permanently incapacitated or 
in prison, may claim child care expenses. In addition to the above 
limitations, he wil l have a further limitation of $30 per child or $120 
per family for each week during which he is eligible to claim these 
expenses. 
Itemized Deductions To Determine Taxable Income. The following 
items are deducted from income in the following order to determine 
taxable income: 
(a) personal exemptions (10.03) 
(b) charitable donations 
(c) medical expenses 
(d) noncapital losses of other years (7.08) 
A standard deduction of $100 may be taken in lieu of items otherwise 
allowable under (b) and (c). The deduction for charitable contribu-
tions, which is limited to 20% of the income of the taxpayer for the 
year, is explained at 7.11. 
Medical expenses may be deducted to the extent they exceed 3% of 
the taxpayer's income for the year. An amount is not deductible to the 
extent that it is reimbursable. Health insurance premiums are deduct-
ible, if paid under a private health service plan. Receipts must be filed 
with the income tax return. The period covered by the payments for 
the medical expenses must normally be a 12-month period ending in 
the taxation year. 
10.03 Personal Exemptions 
In computing an individual's taxable income, he may deduct the ex-
emptions appropriate to his personal circumstances. The amount of 
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the exemptions for each year after 1973 is determined by multiplying 
the 1 973 exemptions by an index number for the particular year. The 
index number for 1980 is 1.806, an increase of 80.6% over 1973. 
The basic exemption, taken by every taxpayer, is, thus, $2,650 for 
1979 and $2,890 for 1980. Other exemptions for 1980 include the 
fol lowing: 
• Married and supporting the spouse—$2,530, less the spouse's in-
come in excess of $430 
• Dependent children underage 16—$540, except where the child's 
income is in excess of $1,910 
• Other dependent children under 21, or receiving full-time educa-
t ion,or inf i rm—$990, except where the child's income is in excess 
of $2,000 
• Dependent parents or grandparents—the amount spent, up to $990, 
except where the dependent's income is in excess of $2,000 
• Age exemption (65 or older)—$1,810, plus a further amount not 
exceeding $1,000 in respect of certain pension income (12.01) 
• Deduction for Canadian-source grossed-up dividends and interest— 
the amount of Canadian-source income of this type included in 
income, not exceeding $1,000 
A person who was totally blind at any time in the year, or who was 
necessarily confined for the whole year to bed or a wheel chair, and 
who did not claim the cost of an attendant or nursing home care by 
reason of his affliction as medical expense, is entitled to a special de-
duction of $1,810 in computing his taxable income. 
For the purposes of Quebec income tax, the personal exemptions 
tend to vary somewhat from the federal and they are not indexed for 
inflation. 
10.04 Resident and Nonresident Individuals Compared 
An individual who is resident is taxable on his world income, subject 
to foreign tax credits (11.02). If an individual is physically present in 
Canada for 183 or more days in a year, he is considered to be a 
resident. 
The Income Tax Act does not provide a definition of "resident." Apart 
from the 183-day rule, whether or not an individual is a resident is 
essentially a question of fact. He may be held to be a resident even 
though he is not ordinarily physically present in the country. He may 
be a resident if he maintains a home in Canada and visits the country 
at any time during the year, unless his work is wholly outside Canada. 
60 Deloitte Haskins & Sells 
Canada 
An individual is also considered to be a resident of Canada if he 
enters the country as a "landed immigrant." 
A nonresident individual is subject to Canadian income tax if he is 
employed in Canada, carries on business in Canada, or disposes of a 
taxable Canadian property (5.03). The aggregate of these items, less 
personal exemptions, is referred to as his taxable income earned in 
Canada. He is not subject to Canadian tax on income from sources 
outside Canada. The tax of a nonresident individual on income from 
the foregoing sources is computed generally in the same manner as 
that of a resident. However, in lieu of the ordinary income tax, a non-
resident is subject to a withholding tax on certain kinds of income, as 
explained at 5.02. If the taxpayer's own country and Canada have a 
tax treaty, it is essential to determine whether the tax treaty would 
modify what would otherwise be the tax position. 
Individuals Leaving Canada. An individual who has been a resident 
of Canada is accountable for Canadian income tax on his world in-
come earned prior to ceasing to be a resident of Canada. There are 
special rules applicable in these circumstances to accrued capital 
gains and losses. Immediately before ceasing to be a Canadian resi-
dent, the individual is deemed to have disposed of all his capital 
property, except taxable Canadian property (6.05) at the then fair 
market value. Any capital gains, and capital losses to the extent al-
lowable, are recognized in determining the income for the period. 
However, only deemed capital gains in excess of $5,000 are in-
cluded. Furthermore, the individual can elect to furnish security for 
the tax that would otherwise pertain to such deemed gains as he 
chooses, in which case the relevant properties become taxable Ca-
nadian property. As a nonresident, he wil l be subject to Canadian tax 
on gains on actual disposal of taxable Canadian property (5.03). 
Any tax payable on the deemed disposal of property may be paid in 
six annual instalments. Also, where an individual was resident in 
Canada for not more than 60 months in the last ten years, he is not 
subject to tax on deemed gains on property when he leaves Canada if 
he owned the property when he last became resident in Canada or in-
herited it since that time. He is, however, liable like other nonresi-
dents to tax on gains realized when taxable Canadian property is 
actually sold. See Chapter 11 for the provisions of the treaty with the 
United States. 
10.05 Taxation of Employees 
An employee is taxable on the cash and calendar-year bases, Salaries 
and wages are taxed when received or constructively received, re-
gardless of when earned. Every employee may claim 3% of his em-
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ployment income (maximum $500) as employment expenses, or he 
can itemize his actual deductible expenses. Legal costs incurred to 
collect wages or salary are deductible. 
Noncash Benefits. Income from employment includes the value of 
fringe benefits other than those specifically excluded by statute. Gen-
erally, these are included in the information the employer is required 
to report to both the employee and the tax authorities. 
If an employer furnishes board and lodging (except at special work 
sites), these benefits are included in the employee's income and must 
be reported by the employer. Reasonable values are accepted. The 
rental value of a company house for which a reasonable charge has 
not been made would be added to income also. Where an employee 
has an employer's automobile made available to him, he must either 
pay the employer or have a standby charge added to his income from 
employment. The standby fee is determined under a formula pro-
vided in the statute. The standby charge is a minimum; it does not 
preclude the determination of a greater taxable benefit if warranted 
by the facts. The taxable benefit with respect to automobiles is higher 
in Quebec. 
Loans to shareholders and employees (or their spouses) on which in-
terest is payable at less than prescribed rates are subject to special 
rules. There is no benefit involved when an employee receives a hous-
ing loan of no more than $50,000 with interest at the prescribed rate. 
Moreover, any employee or shareholder can receive a taxable benefit 
of $500 on a low-interest loan without tax consequences. 
Agreements to pay pensions, group-term life insurance, sickness or 
accident insurance, medical service plans, and similar benefits are 
generally not included in an employee's income. However, where the 
amount of life insurance under a group plan on the life of an employee 
is more than $25,000, some portion of the premium may be taxable 
income to the employee. Moreover, a contribution made by the em-
ployer to the Quebec Health Insurance Plan (14.03) would be con-
sidered a taxable benefit to the employee. An employee is not taxable 
on his employer's contribution to a registered pension fund. An em-
ployee is allowed a deduction for his own contribution to the fund. 
See Chapter 12. 
Where an employee is more than a nominal shareholder of a com-
pany, it is the policy to construe benefits more strictly. Assessing 
practice sometimes results in disallowance of an expense to an em-
ployer rather than in taxing it as income to his employee. 
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Stock Options. The law provides for taxation of employees on bene-
fits arising out of rights to acquire shares under agreements whereby 
the amounts employees are required to pay for the shares are less 
than the value at the time they are acquired. The employee realizes 
taxable income, in the year in which he acquires the stock, in an 
amount equal to the excess of fair market value at the time of acquisi-
tion over the amount paid or to be paid. If the employee transfers the 
rights in an arm's-length transaction, he is taxable on the amount real-
ized. If the transfer of the rights is not at arm's length, the employee 
realizes income when the transferee exercises the option. The em-
ployee may use one of the averaging provisions (10.01). Special rules 
apply to option agreements entered into after March 31, 1977 with 
employees of Canadian-controlled private corporations. 
Profit-Sharing Plans. See 12.01 for the taxation of employees who 
are members of profit-sharing plans. 
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Chapter 11 Canada 
Relief from Double Taxation 
of Foreign Income 
11.01 Tax Treaties 
Canada has entered into tax conventions or treaties with several 
countries (Appendix B). Where the provisions of a tax treaty are more 
favorable than the provisions of the Income Tax Act, the treaty provi-
sions govern. 
The rules governing the taxation of foreign accrual property income 
(6.08) apply more favorably to income derived from prescribed coun-
tries than income derived from other countries. The prescribed coun-
tries are those with which Canada has treaties or is presently 
negotiating treaties (Appendix B). 
Treaties negotiated before 1972, such as those with the United States 
and the United Kingdom, do not adequately provide for the changes 
made to the Canadian tax system in 1972, particularly those relating 
to the taxation of capital gains. Treaties with both the U.S. and the 
U.K. are being renegotiated. At this time, the new treaty with the U.K. 
has been signed but not yet ratified. 
Canada-United States Tax Convention. Industrial and commercial 
profits of a United States enterprise are taxable in Canada only if the 
enterprise maintains a "permanent establishment" in Canada as this 
term is defined in the treaty. The treaty provides rules for attributing 
profits to a permanent establishment and for adjustment where non-
arm's-length transactions have not reflected fair and reasonable 
values. Industrial or commercial profits do not include rentals, royal-
ties, interest, dividends, management charges, or gains derived from 
the sale or exchange of capital assets. 
Income from the operation of ships and aircraft registered in the 
United States and of United States motor carriers operating between 
the United States and Canada are exempt from Canadian tax. 
A resident of the United States who has been in Canada less than 183 
days in a taxation year is not subject to Canadian tax on compensa-
tion for persona I services if (a) the services were performed for a 
resident or corporation of the United States or the permanent estab-
lishment in the United States of a Canadian enterprise or (b) the com-
pensation received for personal services did not exceed $5,000. 
The treaty limits the amount of tax payable on income (other than 
business profits and earned income) to 15%, and this amount is with-
held from payments to nonresidents, as explained at 5.02. 
The treaty precludes Canada from taxing United States residents on 
gains from the sale or exchange of capital assets, unless there is a 
permanent establishment in Canada. Note that this does not prevent 
64 Deloitte Haskins & Sells 
Canada 
Canada from taxing a gain deemed to be realized immediately before 
a taxpayer becomes resident in the United States (10.04). 
The treaty deals with such other matters as income of guest teachers, 
students, and apprentices; income of religious, scientific, literary, 
educational, or charitable organizations; directors' fees; certain types 
of royalties; contributions to charities; trust income; pensions; and 
annuities. It also provides machinery for the review of any case of 
double taxation, the intent being that the tax authorities of both coun-
tries should work out a solution. 
11.02 Credit for Foreign Income Taxes 
Resident taxpayers may claim a credit against Canadian income tax 
for income taxes paid to foreign countries, including political subdi-
visions of foreign countries. Credits are applied on a per-country 
basis, and are applied separately for business income and non-
business income. The overall limitation is also applied separately as 
to country and source classification. The limitation is the proportion 
of Canadian taxes (subject to some adjustments) that the foreign in-
come from the source bears to total income. Unapplied foreign tax 
credits, applicable to business income only, may be carried forward 
for five years. 
Generally, foreign tax credits are available only for income taxes paid 
directly by the Canadian resident to the foreign country. These would 
include withholding taxes on passive income, taxes imposed on 
profits earned by a proprietorship or a partnership, and taxes imposed 
on profits earned by a branch of a Canadian corporation. Taxes paid 
by a foreign subsidiary of a Canadian corporation on active business 
income cannot be used for the foreign tax credit in Canada. Addition-
ally, no credit is allowed for foreign taxes where the income is 
exempt from tax in Canada (11.03). 
11.03 Foreign Aff i l ia tes 
A foreign affiliate of a Canadian resident is a foreign corporation in 
which the Canadian owns an equity percentage (defined term) of not 
less than 10%. Foreign accrual property income earned by controlled 
foreign affiliates is subject to special rules (6.08). When a Canadian 
corporation's foreign affiliate is resident in a prescribed country 
(11.01), the active business income earned by the foreign affiliate 
(except to the extent that it was earned in a nonprescribed country) 
is exempt from Canadian tax when repatriated by way of dividends. 
The exemption also applies where the foreign affiliate qualified for a 
tax-sparing arrangement before January 1, 1976. Any foreign with-
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holding taxes relating to exempt dividends may not be used as a tax 
credit. 
Dividends received from foreign affiliates resident in or earning 
income in nonprescribed countries must be included in income. 
However, a special deduction is available in respect of both the 
underlying foreign tax and the withholding tax. The deduction, which 
is determined under a somewhat complicated formula, has the 
effect of allowing both a direct and an indirect foreign tax credit at 
a rate equivalent to the Canadian corporate tax rate. In no event wi l l 
the overall tax liability be less than it would have been on a dividend 
from an affiliate in a prescribed country. 
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Chapter 12 Canada 
Pensions, Other Retirement 
Benefits, and Profit-Sharing Plans 
12.01 Retirement-Benefit Plans and Profit-Sharing Plans 
A resident taxpayer must include in income amounts received as 
superannuation or pension benefits as well as retiring allowances. 
The last term includes amounts paid in recognition of long service 
or for loss of office. However, taxpayers over 65 may deduct, in com-
puting taxable income, an amount, not exceeding $1 ,000, equal to 
their income, collectively known as pension income, from private 
registered pension plans, registered retirement savings plans, 
deferred profit-sharing plans, or annuities. Old age pensions paid by 
the federal government under the Old Age Security Act, the Canada 
Pension Plan, and the Quebec Pension Plan do not qualify for this 
deduction. An employee is not taxed currently in respect of his em-
ployer's contributions to a registered pension plan or deferred 
profit-sharing plan. 
When retirement benefits are received in a lump sum, possible high 
tax rates not sufficiently alleviated through general income averaging 
may be avoided by purchasing a forward-income-averaging annuity 
(10.01), or by transferring the proceeds into a registered pension 
plan, registered retirement savings plan, or deferred profit-sharing 
plan during the year of receipt or the 60 days thereafter. 
Nonresident taxpayers are subject to withholding tax (Chapter 5) on 
Canadian-source retirement benefits, including retirement annuities. 
Tax treaties may reduce or eliminate withholding tax on pensions 
or annuities. In cases where a refund would result, the nonresident 
may elect to file a return as if the benefits and certain other income 
were taxable income earned in Canada (10.04). Certain payments are 
exempt from withholding tax. 
Profit-Sharing Plans. There are two types of statutory profit-sharing 
plans: an employees' profit-sharing plan and a deferred profit-sharing 
plan. Under the former, an employee is required to include in income 
employer contributions and all other amounts allocated to him, even 
though they are not immediately available for withdrawal, and even 
though his rights may be forfeitable. Generally, the amount allocated 
retains its character when taxed to the employee, so that the dividend 
tax credit (10.01) and the capital-gain rules (6.05) wil l apply to 
appropriate percentages of the amounts allocated. In the event the 
employee forfeits an amount allocated to him, no deduction is allow-
able, but the employee may credit against his tax 15% of the amount 
forfeited. Employer contributions need not be measured by profits, 
as long as the payments are, in fact, made out of profits for the year. 
The employer's contribution is deductible in the year paid, or in the 
year accrued if paid within 120 days thereafter. 
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A deferred profit-sharing plan differs primarily in that the contribu-
tions are not taxable to the employee when made, and taxation is 
deferred until actual distribution. The employee may arrange for a 
periodic payout not to exceed 10 years, or he may have the trustee 
purchase an annuity for him. The plan is subject to rigid registration 
requirements, and the law limits deductibility of employer contribu-
tions and circumscribes the type of investments that may be made. 
Further advantage may be taken of the tax-deferral feature of these 
plans through employee contributions. Although the latter are not 
deductible, the income they earn is not taxed until distributed. The 
only limit on the amount an employee may contribute in this way is set 
by the provisions of the plan itself. 
Both plans must operate through trusts. These trusts are not subject to 
income tax as long as the respective plans operate within the require-
ments of the tax law. 
Registered Retirement Savings Plans. Self-employed individuals 
may provide for retirement by means of contributions to "registered 
retirement savings plans," or RRSPs, approved by the Minister of 
National Revenue. Deduction of the contributions is limited to the 
lesser of $5,500 or 20% of earned income for the taxation year. The 
deduction applies to contributions in the taxation year or 60 days 
thereafter. 
Employees on their own account may participate in RRSPs. If, how-
ever, an employee is entitled (or may be entitled) to benefits under a 
registered pension plan, his deduction for RRSP contributions is 
limited to $3,500 (or 20% of his earned income if less) minus his 
contribution to the pension plan (12.03). 
To qualify as an RRSP, a plan must prohibit payment before maturity 
and must limit postmaturity payments to annuities to the holder or 
his spouse. The maturity date may not be before the holder's 60th 
birthday or after his 71 st birthday. However, prior to December 31 of 
the year of his 71 st birthday, the taxpayer can transfer the assets of 
his RRSP into a registered retirement income fund, which is a term-
certain annuity that must be paid out on a formula basis by the time 
the taxpayer or his spouse is 90 years old. 
For residents of Canada, the retirement annuities are taxable income 
in the year received. Starting in 1975, a deduction of up to $1,000 
a year is available where the recipient is over 65. If premiums are 
returned because of a holder's death before maturity of his interest in 
a plan, the amount is included in taxable income for the year by the 
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estate, unless it is designated as refund of premiums received by a 
beneficiary of the estate. In the latter case, if the beneficiary is a 
spouse, the refund is not taxed if transferred by the 60th day after the 
end of the same year into another RRSP, or any resident beneficiary 
may transfer the payment into an income-averaging annuity (10.01). 
If a plan is revised, and the revision does not comply with the require-
ments for registration, or if the plan is terminated, any amount 
received out of the plan is taxed as income. If the taxpayer is a non-
resident, the amount would be subject to withholding tax—see above. 
12.02 Approval of Pension and Retirement Plans 
Registration of a pension plan is required to enable its members to 
deduct their contributions. Registration is made by fi l ing a prescribed 
form with the Pensions and Profit Sharing Plans Section of the De-
partment of National Revenue—Taxation, Ottawa. The applicant 
attaches a certified copy of the trust deed, by-laws, or other docu-
ments under which the plan is established. If past service benefits are 
to be provided, related employer's and actuary's certificates are to 
be enclosed. Registration of retirement savings plans is generally 
handled by the trust company or insurance company offering them. 
12.03 Deduction of Pensions and Contributions to Pension Funds 
The law provides for deductions by both employers and employees 
of contributions under "registered pension plans" (12.02). The 
deduction for contributions for current services is limited to $2,500 
per employee for both employer and employee. 
As a matter of practice, the tax authorities permit employers to de-
duct reasonable pensions paid to former employees even though 
there is not specific statutory authorization. 
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Chapter 13 Canada 
Taxes on Sales, Transactions, 
Commodities, and Property 
13.01 Taxes on Goods Purchased or Imported 
Federal Sales Tax. Goods produced in or imported into Canada are 
subject to a federal sales tax, the tax being payable by the producer of 
goods on his sale price or equivalent value and by the importer on 
the duty paid value (value for duty plus import duty) of the imported 
goods. Currently, the general taxing rate is 9%; certain construction 
materials and equipment for buildings are taxed at 5%. The tax is 
also payable on goods which a manufacturer makes and consumes 
himself. 
There is a broad exemption from the tax for raw materials, processing 
materials and production equipment used by Canadian producers, 
including the mining, agricultural, fishing, and forestry industries. 
Certain commercial construction and transportation equipment also 
enjoy an exemption from the tax. Goods exported from Canada are 
not taxable. There are numerous other unconditional or conditional 
exemptions from the tax, including electricity, food, clothing, medic-
aments, fuel, oil, educational material, newspapers, magazines, etc. 
The tax is imposed only once on an article during its marketing from 
a manufacturer or importer to a wholesaler, to a retailer, and then to a 
consumer level, as stated earlier, payable by the manufacturer or 
importer. 
The tax does not apply to the sale of shares of a company or to the 
sale of land or buildings. 
Provincial Retail Sales Taxes. In addition to the federal sales tax, 
provinces in Canada (except Alberta) impose a retail sales tax against 
purchasers of taxable goods for their consumption or use. In the case 
of a domestic sale, the tax is charged and collected by the vendor on 
behalf of the province. The retail sales taxes apply on the sale price 
or equivalent value to the purchaser, which values are subject to 
tax rates varying from 5% to 11% (Quebec—8%; Ontario—7%; British 
Columbia—5%). 
Generally, the provinces exempt to different degrees the materials, 
supplies, and equipment used by the producing industries, as well as 
items such as food, clothing, prescriptions, medicaments, fuel oil, 
educational material and literature, and gasoline. However, gasoline 
is taxed by all provinces under a gasoline tax levy of between 40 
and 60 per litre. 
Some of the provinces impose their retail sales tax on certain specific 
services. 
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The tax does not apply to the sale of shares of a company or to the 
sale of land or buildings. 
Other Federal Taxes on Commodities. Federal import customs 
duties are levied at varying rates on most types of goods imported 
into Canada. Many raw materials, however, are admitted free of duty. 
A federal excise tax is another tax imposed against certain " luxury 
goods," such as jewelry, lighters, smokers' accessories, automobiles 
exceeding a specified weight, air conditioners for passenger vehicles, 
gasoline, cigarettes, cigars, tobacco, etc. This tax is payable by the 
manufacturers or importers thereof. 
Additionally, there is a federal excise duty imposed against specific 
luxury products, including liquor, beer, and certain tobacco products. 
13.02 Provincial Taxes on Land Transfers and Resource Income 
Ontario levies a land transfer tax on the purchase price of three-tenths 
of 1 % up to $35,000 and six-tenths of 1 % thereafter, where the 
transferee is a Canadian resident, and 20% of the purchase price paid 
by a nonresident. Ontario also levies a land speculation tax at 20% 
of the gain on disposition of designated land in Ontario. Quebec 
levies a land transfer tax when the transferee is a nonresident ; the tax 
is 33 1/3% of the price of the property. The tax may be avoided if 
certain residency tests are met within a certain time. 
13.03 Provincial and Municipal Property Tax 
Several of the provinces levy property taxes limited to the unincor-
porated areas of the province. Usually these levies are quite nominal, 
except in British Columbia, where school taxation is also extended to 
these areas. 
The principal sources of local and public school revenue are taxes on 
real property and, in some localities, on certain classes of personal 
property. Real and personal property are taxed in Prince Edward 
Island, Nova Scotia, and Manitoba. The other provinces tax real prop-
erty only but, for this purpose, certain personal property is assessable 
as real property. In all provinces, real property includes land and 
buildings. In several provinces, manufacturing equipment is included. 
In the provinces where personal property is included in the tax base, 
it is variously defined, not all the cities in the province use it as a 
base, and it may be an alternative to another type of tax—for example, 
a business tax. Stock in trade may be taxed in Nova Scotia, New 
Brunswick, and Manitoba. The basis of valuation of property varies 
from province to province. In some provinces, local assessors have 
the right to determine values; in others, values are determined under 
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provincial rules. Assessed values, to which the tax rate is applied, 
may be some fixed percentage of the values determined. 
13.04 Provincial and Municipal Business Taxes 
Three provinces levy corporate taxes on paid-up capital allocated to 
the province: Quebec—one-fifth of 1%, Ontario—three-tenths of 1%, 
and British Columbia—one-fifth of 1%. Quebec also levies a place of 
business tax for each place of business within the province: $50 if 
the paid-up capital is $25,000 or more, and $25 if the capital is 
smaller. 
Municipal business tax is levied on the occupant of business premises 
whether or not he is the owner. This tax is frequently expressed as a 
percentage of the rental value of the business premises. In Ontario, it 
is a percentage of the assessed value of real property. In Saskat-
chewan, the tax is based on the area of the business premises, 
although cities may use rental value base. In some locations in the 
Atlantic provinces, stock in trade is included in the base for tax. 
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Employment Taxes 
14.01 Canada Pension Plan 
The Canada Pension Plan is a national retirement benefit system 
sponsored by the federal government. The self-employed, as well as 
employers and employees, must contribute to the Plan. For income 
tax purposes, required contributions are currently deductible; em-
ployer contributions are not taxable to the employee; and the gross 
amount of pensions (and benefits in satisfaction of pensions) are tax-
able when received. The pensions are includable in the recipient's 
Canadian income tax return, with credit being given against the 
recipient's total income tax liability for the income tax withheld at the 
source on the pension (5.01). No withholding tax is payable by a 
nonresident recipient of a pension under this Plan. 
Under the Canada Pension Plan, a self-employed person contributes 
3.6% of his self-employment income in excess of $ 1,000 and not in 
excess of $10,400. The ceiling is reduced by the amount, if any, that 
has been subject to the contribution on wages. The self-employed 
pays his contribution along with his income tax. Employer and em-
ployee each contribute 1.8% of an employee's wages between $1,000 
and $10,400 a year. The employee's contribution is withheld from 
his wages. If an employee works for more than one employer, excess 
withholding is not deductible by the employee. Instead, it is credit-
able against his income tax liability and refundable if it results in any 
overpayment of income tax. 
The Canada Pension Plan applies throughout Canada, except in the 
province of Quebec. The Quebec Pension Plan, however, is very 
similar, although the contributions are somewhat higher. 
14.02 Unemployment Insurance 
Most employees earning over a minimum weekly amount, which 
varies according to province, must pay federal unemployment insur-
ance premiums. The employer pays 1.4 times the amount paid by 
the employee, but his premium may be adjusted by reference to his 
experience and other factors. 
The maximum rate for the employee's contribution for 1978 is 1.5% 
of his insurable earnings up to $240 per week. The contributions are 
deductible for income tax purposes, and benefits are taxable. This tax 
is remitted by the employer on the same form as the withholding tax 
on payroll (5.01) and the Canada Pension Plan contributions (14.01). 
76 Deloitte Haskins & Sells 
Canada 
14.03 Provincial Health Insurance Plans 
Some of the provinces finance their health insurance plans from 
monthly premiums and others finance them out of general revenues. 
In Quebec, employers must contribute 1.5% of their total payrolls 
to the provincial health insurance plan; employees' contributions are 
built into the income tax rates. 
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Estate and Gift Taxes 
15.01 Estate Tax and Succession Duty 
The federal government does not levy an estate tax or a succession 
duty; however, for federal tax purposes the accrued gain in respect to 
property in or passing from a decedent's estate is taxable under the 
income tax system as a capital gain of the decedent (6.05). 
The province of Quebec is now the only province to levy a succession 
duty. Ontario repealed its succession duty and gift tax as of April 
10, 1979. Quebec levies the duty on all residents of the province who 
receive property wherever situated as a result of the death of the 
owner wherever domiciled. The standard exemption is $75,000. 
Property passing directly to a spouse is fully exempt. Quebec also 
taxes property situated in the province passing on death irrespective 
of the residence of the beneficiary or the deceased. The same exemp-
tions apply in determining the tax liability of beneficiaries who do 
not reside in the province. The rates of duty in Quebec are: 
Taxable Tax on the Marginal 
Value ($) Lowest Amount ($) Rate (%) 
0 0 20 
100,000 20,000 23 
200,000 43,000 26 
500,000 121,000 29 
1,000,000 266,000 32 
2,000,000 586,000 35 
Special arrangements can be made regarding duty arising from a 
family farm or a small family business. 
15.02 Gift Tax 
The federal government does not levy a gift tax . however, a gift is 
considered to be a disposition for capital gains purposes under the 
Income Tax Act (6.05). 
Quebec is now the only province that levies a gift tax. The term " g i f t " 
has a broad meaning, which includes a number of situations in which 
gifts are deemed to have been made. In general, the tax is imposed 
on gifts made by resident donors during the year, and on donors 
resident outside the province of gifts of real property situated in the 
province. The tax does not apply to corporate donors. Testamentary 
gifts are exempt as are gifts of property to a spouse. There are special 
provisions regarding a family farm and shares of a small family 
business corporation. 
Annual gifts of less than $3,000 to any donee are exempt, and the tax 
rate for taxable gifts is a flat 20%. 
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Rate Tables Canada 
Federal Income Tax—Individuals 
(Year 1980) 
Income Bracket 
Tax on 
Lower Amount 
($) 
Rate on 
Excess over 
Lower Amount 
(%) 
761- 1.521 
1,521- 3,042 
3,042- 4,563 
4,563- 7,605 
7,605-10,647 
10,647-13,689 
13,689-16,731 
16,731-21,294 
21,294-36,504 
36,504-59,319 
59,319-91,260 
91,260-upward 
0- 761 
17,735 
30,192 
None 
46 
167 
426 
700 
1,278 
1,916 
2,616 
3,377 
4,654 
9,521 
6 
16 
17 
18 
19 
21 
23 
25 
28 
32 
36 
39 
43 
Notes: 
1 .The amounts in the first column are adjusted each year for inflation. 
2. The tax determined from this table is reduced by certain tax 
credits, generally pertaining to the special income averaging provi-
sions and the dividend tax credit. The remainder is the basic federal 
tax payable on which the following items are computed: 
(a) provincial income tax (except Quebec) 
(b) 16.5% federal tax abatement for residents of Quebec 
(c) 43% federal surtax for residents of the Yukon Territory and 
foreign countries 
(d) 9% federal tax reduction (minimum $200; maximum $500) in 
1978 and subsequent years. 
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Provincial Income Taxes—Individuals 
(Year 1979) 
Percent of Basic 
Province Federal Tax 
Alberta 38.5 
British Columbia 45.0 
Manitoba (Note 1) 54.0 
New Brunswick 53.5 
Newfoundland 58.0 
Northwest Territories 43.0 
Nova Scotia 52.5 
Ontario 44.0 
Prince Edward Island 50.0 
Saskatchewan (Note 2) 53.0 
Notes: 
1. Manitoba imposes a surtax of 20% on taxable income over 
$20,000. 
2. Saskatchewan imposes a surtax of 10% on taxable income over 
$4,000. 
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Quebec Income Tax—Individuals 
(Year 1978) 
Rate on 
Tax on Excess over 
Income Bracket Lower Amount Lower Amount 
($) ($) (%) 
0- 577 None 13 
577- 1,244 75 14 
1,244- 2,015 168 15 
2,015- 2,906 284 16 
2,906- 3,936 426 17 
3,936- 5,127 601 18 
5,127- 6,504 816 19 
6,504- 8,095 1,077 20 
8,095- 9,935 1,395 21 
9,935-12,061 1,782 22 
12,061-14,519 2,250 23 
14,519-17,360 2,815 24 
17,360-20,644 3,497 25 
20,644-24,441 4,318 26 
24,441-28,829 5,305 27 
28,829-33,902 6,490 28 
33,902-39,766 7,910 29 
39,766-46,544 9,611 30 
46,544-54,380 11,644 31 
54,380-60,714 14,073 32 
60,714-upward 16,100 33 
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Rate Tables Canada 
Income Taxes—Corporations (3.02) 
Federal corporation income tax: 
1978 (%) 
46 
Deductions from federal corporation income tax: 
Federal tax abatement based on income earned in a 
province—standard credit for provincial taxes payable 10 
Deductions subject to special rules and limitations: 
Small business deduction on Canadian active business 
income of a Canadian-controlled private corporation 21 
Small business deduction on the active business 
income of a Canadian-controlled private corporation 
if it has nonqualifying business income 12 2/3 
Deduction based on Canadian manufacturing and 
processing profits 6 
Investment corporation deduction 25 
Provincial corporation income tax rates: 
1 .The lower rate is available to small business corporations and the 
higher rate to all others. 
2. These provinces also levy a further tax on mining, oil and gas, or 
logging income or production (13.02). 
Alberta 
British Columbia (Notes 1.2) 
Manitoba (Note 1) 
New Brunswick (Note 1) 
Newfoundland (Note 1) 
Northwest Territories 
Nova Scotia 
Ontario (Notes 1.2) 
Prince Edward Island 
Quebec (Note 2) 
Saskatchewan (Note 1) 
Notes: 
5 & 11 
12 & 1 5 
11 & 1 5 
9 & 12 
12 & 14 
10 
12 
10, 13, 14 
10 
12 
11 & 14 
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Appendix A Canada 
Income Taxes Payable on Various Levels of 
Employment Income by a Resident of the 
Province of Ontario in 1980 
Provincial 
Employment Federal Tax Total 
Income ($) Tax ($) (44%) ($) Tax ($) 
5,000 33 15 48 
10,000 933 411 1,344 
15,000 1,943 855 2,798 
20,000 2,999 1,320 4,319 
25,000 4,194 1,845 6,039 
30,000 5,578 2.454 8,032 
40,000 8,778 3,862 12,640 
50,000 12,126 5,335 17,461 
60,000 15,726 6,919 22,645 
75,000 21,173 9,316 30,489 
100,000 30,923 13,606 44,529 
150,000 53,254 23,432 76,686 
Notes: 
1 .The above calculations are for a single taxpayer. A taxpayer with 
married or equivalent status or who has children or other dependents 
would pay slightly less tax. 
2. The provincial rate wil l vary according to the province of residence 
on December 31 of the year. See the rate schedule. 
3. Residents of the Province of Quebec receive an abatement of 
16.5% of the federal tax and then file a separate return in Quebec 
paying tax according to their income levels as shown in the rate 
schedule. 
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Appendix B Canada 
Countries with Which Canada 
Has Tax Treaties 
(Provincial income taxes are not covered in these treaties) 
Australia 
Austria (not yet ratified) 
Belgium 
Denmark 
Dominican Republic 
Finland 
France 
Germany (Federal Republic of) 
Ireland 
Israel 
Italy (not yet ratified) 
Jamaica 
Japan 
Liberia (not yet ratified) 
Malaysia (not yet ratified) 
Morocco 
Netherlands (not including the 
Netherlands Antilles) 
New Zealand 
Norway 
Pakistan 
Philippines 
Singapore 
South Africa 
Spain (not yet ratified) 
Sweden 
Switzerland 
Trinidad and Tobago 
United Kingdom 
United States 
The following countries are also treaty countries for purposes of the 
foreign affiliate rules (11.03): 
Antigua Portugal 
Bangladesh Romania 
Barbados Senegal 
Dominica Sri Lanka 
Egypt St. Kitts-Nevis-Anguilla 
Indonesia St. Lucia 
Kenya St. Vincent 
Korea Zambia 
Montserrat 
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Appendix C Canada 
Depreciation Rates for Some 
Assets in Common Use 
Class 
Number 
Aircraft runways 1 
Aircraft (including fittings and spare parts) 
acquired before May 26,1976 16 
Aircraft (including fittings and spare parts) 
acquired after May 25, 1976 9 
Aircraft hangars 6 
Air pollution control equipment 27 
Automobiles, buses, and trucks 10 
Automotive equipment 10 
Boats 7 
Broadcasting equipment 
(if acquired before May 26, 1976) 9 
(if acquired after May 25, 1976) 8 
Building, including component parts such as 
wiring, plumbing, sprinkler systems, air 
conditioning equipment, heating equipment, 
lighting fixtures, elevators and escalators: 
Frame, log, stucco on frame, galvanized or 
corrugated iron if acquired prior to 1979. If 
acquired after 1978, if used for fishing 
and farming 6 
Other construction such as brick, stone, 
concrete, steel. Frame, log, stucco on frame, 
galvanized or corrugated iron if acquired 
after 1980 3 
Mining (except office buildings not located 
at mine, and refineries) 10, 28 
Catalyst 26 
Computer hardware and systems software 
acquired after May 25, 1976 10 
Computer hardware and systems software 
acquired before May 25,1976 8 
Computer software acquired after May 25,1976 12 
Computer software acquired before May 26, 1976 8 
Contractors' movable equipment—normal 10 
Rate 
(Note 1) 
(%) 
40 
25 
10 
50 SL 
30 
30 
15 
25 
20 
10 
30 
1 
30 
20 
100 
20 
30 
(continued) 
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Rate 
Class (Note 1) 
Number (%) 
Contractors' movable equipment—heavy 22 50 
Cutting or shaping part of a machine 12 100 
Dies, jigs, patterns, molds 12 100 
Docks 3 5 
Electrical generating equipment—utilities 2 6 
Equipment (unless specifically mentioned 
elsewhere) 8 20 
Excavating equipment 22 50 
Fences 6 10 
Films (motion picture)—certified 12 100 
FiIms (motion picture)—other acquired after 
May 25, 1976 10 30 
Furniture 8 20 
Gas and oil well equipment (above ground) 10 30 
Logging equipment 10 30 
Manufacturing and processing equipment 
(Note 2) 29 50 SL 
Mine shafts sunk after mine is in production 12 100 
Mining machinery and equipment 10 30 
Neon signs (owned by manufacturer and used 
to produce rental income) 
acquired before May 26, 1976; 11 35 
acquired after May 25, 1976 8 20 
Office equipment and machines 8 20 
Radar equipment—acquired before May 26, 1976 9 25 
Radar equipment—acquired after May 25,1976 8 20 
Radio transmission equipment—acquired before May 26, 1976 9 25 
Radio transmission equipment—acquired after 
May 25, 1976 8 20 
Railway cars acquired after May 25, 1976 7 35 
Refrigeration equipment, unless component part 
of building 8 20 
— i f part of manufacturing process 29 50 SL 
(continued) 
Deloitte Haskins & Sells 89 
Appendix C 
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Canada 
Rate 
Class (Note 1) 
Number (%) 
Roads—generally, including parking areas 
acquired after May 25, 1976 
Roads—access roads for protection of 
standing timber 
Shaping part of machine 
Ships, scows, boats 
Sidewalks acquired after May 25, 1976 
Tanks (oil and water storage) 
Tools (under $200) 
Tractors and trailers 
Trucks( automotive) 
Water pipelines 
Water pollution control equipment 
10 
12 
7 
17 
6 
12 
10 
10 
2 
24 
17 
30 
100 
15 
8 
10 
100 
30 
30 
6 
50 SL 
8 
Notes: 
1. Percentages are applied to class totals at the end of the taxation 
year and not to individual assets. They are applied to the declining 
balance unless marked SL, which indicates the straight line method. 
2. New machinery and equipment for certain manufacturing or proc-
essing businesses may be subject to accelerated allowances (2.05). 
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Specimen Tax Computation of a 
Canadian Resident Corporation 
Note 
No. ($) 
Net income for year ended December 31, 
1978 per financial statements 500,000 
Add: 
Provision for income tax 1 335,000 
Depreciation 2 340,000 
Loss on sale of marketable securities 3 1,000 
Political contributions 4 4,500 
Adjustment arising out of bad 
debt provision 5 3,000 
Club dues and fees 6 2,500 
Charitable contributions 7 12,000 
Interest relating to prior years' 
tax instalments 8 500 
Net taxable capital gains 12 11,500 
1,210,000 
Deduct: 
Capital cost allowances 9 355,000 
Inventory allowance 10 33,000 
Gain from sale of fixed assets 11 32,000 
420,000 
Net income for tax purposes 790,000 
(continued) 
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Deduct: 
Charitable contributions 
Excess charitable contributions from 
prior year 
Taxable dividend from controlled 
Canadian corporation 
Taxable dividends from other 
Canadian corporations 
Noncapital loss carryover from 
previous year 
Taxable income for 1978 taxation year 
Income taxes payable for the year 1978: 
Federal income tax: 655,000 at 46% 
Less deduction based on Canadian 
manufacturing and processing profits-
$200,000 at 6% 
Less credit for political contribution 
Less investment tax credit 
Less abatement for provincial tax— 
$655,000 at 10% 
Federal income tax after credits 
Note 
No. ($) ($) 
7 12,000 
13 8,000 
14 55,000 
15 10,000 
16 50,000 
135,000 
655,000 
17 301,300 
18 12,000 
4 500 
19 25,000 
20 65,500 103,000 
198,300 
(continued) 
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Note 
No. ($) ($) 
Federal income tax after credits 
(brought forward) 
Provincial income taxes: 21 
198,300 
Quebec 
Ontario 
Manitoba 
75,000 at 12% 
330,000 at 12% 
1 50,000 at 15% 
9,000 
39,600 
22,500 
British Columbia 100,000 at 15% 15,000 86,100 
655,000 
Total income taxes 
Total refundable dividend tax 
22 
23 
284,400 
7,000 
Notes: 
1. The income tax provision covers both federal and provincial in-
come taxes, neither of which is deductible (7.06). 
2. Depreciation, in the accounting sense, is not deductible. Capital 
cost allowances take its place (Note 9). 
3. Loss on the sale of marketable securities is a capital loss and there-
fore subject to special rules (6.05 and Note 12). 
4. Political contributions are not deductible. However, qualified poli-
tical contributions may be deducted as a tax credit on the following 
basis: 
First 100 X 75% = $ 75 
Next 450 X 50% = 225 
Next 600 X 33 1/3% = 200 
Maximum tax credit $500 
(continued) 
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5.The amount added is the increase in the allowance for doubtful 
accounts taken in the accounts of the corporation for the year, which 
is in excess of the amount considered necessary by the tax authorities 
(7.04). 
6. Fees related to golf, recreation, and businessmen's luncheon clubs 
are not deductible, although the entertainment costs, apart from dues 
and fees, incurred are deductible to the extent they represent rea-
sonable expenses incurred for business purposes (7.12). 
7. Charitable contributions are added back to determine net income 
for tax purposes, and then are deducted to the extent they do not 
exceed 20% thereof (7.11). 
8. Interest charged by the tax collecting authority is not deductible. It 
is not regarded as an expense paid for the purpose of earning income. 
9. Capital cost allowances are deductible to the maximum extent al-
lowed by the regulations (7.02) .The capital cost allowance schedule 
reflects not only purchases, sales, and annual allowance, but is also 
adjusted to correct the classification of depreciable assets and to ad-
just for items written off to expense which have been deemed capital 
expenditures for tax purposes. 
10. The inventory allowance is 3% of the cost of the opening inven-
tory of tangible property used in manufacturing or for sale. In this ex-
ample, the assumed inventory had a January 1, 1978 cost of 
$1,100,000. 
11. Gain on sale of fixed assets is either capital gain (6.05) which is 
subject to special rules, or it has been reflected in the proceeds 
credited to a capital cost allowance class (7.02 and Note 12). 
12. One-half of the capital gains realized are included in income. The 
gain reflected in the accounts is determined by subtracting the cost 
of the assets from the net sales price. Where the assets were on hand 
at the end of 1971, the taxable gain may be affected by the transi-
tional provisions. Where depreciable assets are sold, the gain may, 
in whole or in part, be recapture of depreciation rather than capital 
gain. In this case, the assets were sold for $24,000 in excess of the 
adjusted cost base. The net taxable capital gain, therefore, is: 
One-half of $24,000 $12,000 
Less one-half of the loss on marketable 
securities ($1,000) 500 
Net taxable gains $11,500 
(continued) 
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(continued) 
13.The corporation had a loss in the previous year, and, therefore, 
charitable contributions, which are limited to 20% of net income, 
were not deductible. Excess contributions may be carried forward 
one year (7.11). 
14. A taxable dividend from a Canadian-controlled corporation is de-
ducted to determine taxable income (6.04). It does not give rise to 
the refundable dividend tax (Note 21), unless the subsidiary itself 
had received dividends subject to that tax. 
1 5. It is assumed that the corporation for which the tax computation 
is being made is a private corporation (9.01). Therefore, taxable divi-
dends from Canadian corporations in which the recipient holds less 
than 10% are distinguished for the purpose of computing the refund-
able dividend tax (Note 21). 
16. Noncapital losses, which include losses from either business or 
property but exclude capital losses, are carried back one year and 
forward five years until used (7.08). 
17. It is assumed that the corporation for which the tax is being com-
puted is not only a private corporation, but that it is controlled by 
nonresidents and, therefore, is not entitled to the small business 
deduction (9.01). 
18. Under the formula, the prof its from manufacturing and process-
ing in Canada are computed to be $200,000 (3.02). 
19. An investment tax credit (2.05) is allowed as follows: 
Cost of new production machinery $400,000 
Eligible current and capital expenditures 
for scientific research in Canada 100,000 
20. It has been assumed that this corporation has four permanent 
establishments located in Quebec, Ontario, Manitoba, and British 
Columbia. The tax abatement is 10% in respect of all provinces 
21. Allocation of taxable income is based on the average of two fac-
tors: payroll and gross revenue. The corporation income taxes for all 
provinces except Ontario and Quebec are collected by the Federal 
Income Tax Division. For Ontario and Quebec, separate corporation 
income tax returns must be fi led (2.01). These returns also include 
taxes on capital. 
Investment tax credit 5% 
500,000 
$ 25,000 
(3.02). 
(continued) 
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22. This tax must be paid in instalments (4.02) over 14 months. One 
instalment is due on the last day of each month of the corporation's 
• taxation year and is based on the estimated tax payable for the year 
or the tax paid in the previous year. The final instalment is due at the 
end of the second month following the year-end. Interest at the pre-
scribed rate of 11% is charged on late or deficient instalments (4.04) 
23. The corporation is a private corporation and, therefore, must pay 
a tax of 25% of the taxable portfolio dividends received from Cana-
dian corporations (Note 1 5). In addition, a portion of the federal 
income taxes payable is refundable, namely: 
Interest from investments not related to the 
active business $ 6,500 
Net capital gain (Note 12) 11,500 
This amount wil l Le refunded to the extent of 25% of the taxable divi-
dends paid by the corporation ($28,000 in dividend payments would 
obtain a full refund (6.04)). 
Refundable—25% 
Refundable dividend tax on dividends-
25% of $10,000 
Total refundable dividend tax 
$18,000 
$ 4,500 
2,500 
$ 7,000 
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